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ABSTRACT

Department of Defense Directive 7640.2 (previously
5000.42) , "Policy for the Pollowup of Contract Audit
Reports,” has created controversy both within DoD and the
defense industry. Critics have claimed that the policy
causes a fundamental shift in the relationship between <he
contracting officer and contract aulitor, strengthenirg the
auditor?s role while eroding the independeance ard authority
of the contracting officer. The available literature on the
policy is highly subjective and consists primarily cf the
assertions of tofp management, both in government and
industry, either supporting or denouncing the policy.

The primary purpcse of this study wvas to objectively
investigate the specific claims of critics and to explore
the overall impact of the followup policy on defense
procurement. The thesis is based on an analysis of data
collected from interviews of procurament managers,
contracting officers, and auditors within the state of
California and telephone discussions with procurement
professionals nationwvide.

The results of the research indicate that the contract
audit followup policy: (1) adversely affects the indepen-
dent role of the contracting officer; (2) attracts unneces-
sary attention to the contracting officers/auditor
relationship; (3) imposes uneconoaical goals on defense
procurement; and (4) fails to inprove effective use of the
government's audit resources.

The results provide useful insight into *he opinions and
feelings of contracting practitioners and should assist
decision makers in testing their opinions and theories about
the effects of the pclicy on defense procureament.
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I. LEIRODUCTION

A. A CONTRACT AUDIT FOLLOWUP POLICY FOR DOD

In 1978 the General Accounting Jffice (GAO) reporcad
that fraud in the Pederal Government amounted to $12 to 315
billion annually [Ref. 1:845-A24]. In Pebruary, 1981, *he
Congressional testimcny of the Comptroller General recounted
the details of a January, 1981, GAO report that conserva-
tively estimated $25 billion in federal audit findings that
remained unresolved.! The report showed that nearly half of
those audit reports were issued by the Defense Contract
Audit Agency (DCAA), which audits da2f2nse contractors
(Ref. 1:872-22].

Under growing pressure to restore an image of integrity
and scund management to the procurement process, in August
of 1981, DoD officials issued the dapartment's first formal-
ized policy for the followup of contract audit reports: DoD
Directive (DoDD) 5000.42.2 In December, 1982, the policy was
revised and reissued as DoDD 7640.2.3

The nev contract audit follovup policy caused an impe-
diate uproar, both within the department and within the
defense industry. The sharpest criticism came from defense
contractors vho claimed that thare would be a fundamental
shift {0 the relationship betveen the contracting officer
and the contract auditor. Many perceived that the change
would strengthen the auditor's influence in the contracting
process beyond the traditional role of financial adviser.

1A ilar re 1978 revealed imately $4.3
p11110n IR EAF 5000 30al2721 5010500 approxinately 3

2DoD Directive 5000.42 appears in Appendix C.
3poD Directive 7640.2 appears in Appendiz B.
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Many viawed DoDD 5000.42 as eroding the independence of the
~ontracting officer in coordinating the professional counsel
of a teanm of advisers by over-emphasizing the advice of the
auditor. Their claim was that the contracting officer's
flexibility in negotiating contractual pricing arrangements
would be restricted, prolonging the negotiation process and
perhaps increasing the number of contractors! appeals to the
courts and the Armed Services Board of Contract Appeals
(ASBCA) .

DoDD 5000.42 also received criticism from withir DoD,
particularly among procursment managers and contracting
officers. The directive established a system for the
followup of contract audit reports requiring the intensive
oversight of management and comprehansive reporting to top
government officials. There wvere concerns regardirg the
increasing commitment of resources to audit activities; an
indication that top government officials were perhaps
becoming less confident in DoD's ability to judiciously
manage its procurement system. Many procurement managers
vere also troubled by the increased burden on administrative
resources impo>sed by tha followup and reporting procedures.
That concern led one senior contracting manager *o describe
the followup policy as "a Frankenstein monster out of
controltn

Although many procurement managsars and contracting offi-
cers have privately expressed their opinions of the con*ract
audit followup policy, there is an andarstandable reluctance
to openly criticize official DoD policies. Therefore, the
purpose of +this study was to explore the impact of the
followup policy from the practitionar's viewpoint; to inves-
tigate the claims of critics, and report the results.
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B. BACKGROUND

Every department and agency in the Federal Government
has established procedures to ensura2 that public resources
are responsibly managed. However, with the advent of the
videly publicized "fight against fraud, waste, and abuse" in
public programs and operations, govarnment officials have
stepped up their efforts in recent years.

In response to a Presidential mamorandum, the Office of
Management and Budget (OMB), in March, 1978, issued Circular
A-73, "Audit of Federal Operations and Prograams." Reports
on unresolved audit findings to Conyress by the General
Accounting Office (GAO) created a 1ot of legisla*tive
activity linked to the problem of uaresolved audit findings.
Congress passed the Inspector General Act of 1978 which
established the office of Inspector General in thirteen
federal agencies and departments. In 1981, Congress enacted
Public Law (PL) 96-304, which required: (1) the disposition
of all outstanding audit regports by 30 September 1981; and
(2) the resolution of all new audit reports within six
months of issuance. Congress also considered other msasures
directly aimed at tightening the accountability of public
managers:

1. The Federal Manager's Accountability Act of 1981.
2. The Pinancial Integrity Act of 1981,
3. The Debt Collection Act of 1581 [Ref. 1:872~AS].

In March of 1981, the President's Council on Integrity
and Bfficiency wvas established. Tha council consisted of
all Inspectors General, and includeid other top officials of
the Department of Justice and the Paderal Bureau of
Investigation. Those individuals ware held personally
responsible for the followup of audit reports on federal
activities. DoD created a similar council to aonitor the
follovup of its audit reports.

10




It was in this environment of intensified managemsnt*
attention to audit activities that DoD issued its first
policy for following up on contract audit reports: DoDD
5000.42. In September, 1982, OMB issu=2d Circular A-50,
"Audit Pollowup." The Department of Defense incorporated
that new guidance into its contract audit followup pclicy by
issuing a revised directive, DoDD 7540.2 in December, 1982.

C. ASSUBPTIONS

The research report that follows assumes that the reader
is familiar with the the basic activities involv=2d4 in DoD
procurement and the fundamental relationships which exist
among procurement managers, contracting officers, and
contract auditors. To assist the r2ader, Appendix 2a
contains key lefinitions relat=2d to contract audit followup
and an explanation of the acronyms used in this report.

1




II. MBTHEODOLOGY

A. CONDUCT OF THE STUDY

Since DoD's official policy for contract audit fcllowup
began with DoDD 5000.42 in August 1381, there is a limi+ed
amount of literature on the subject. That which is avail-
able is highly subjective and consists primarily of the
assertions ¢f top management, both ia government and
industry, either supperting or dencancing the policy.

Defense contractors, speaking through industry associa-
tions, have been clamcring for an indespendent survey of
practitioners to determine the true effect of the policy cn
the contracting process. The Naval Postgraduate School
submitted a proposal to the DoD Inspector General's coffice
to conduct that study but was underbid for the project by
the Defsnse Manpower Data Center (DYDC). I was to par=ici-
pate in tha* study as a research assistant on the Naval
Postgraduate School's research team. When this oppertunity
failed to materialize, I decided that a limited survey
conducted on a2 regional basis would still provide valuable
insight into the controversy. At the time of this writing,
the DMDC nationwide survey is underway. The results of the
DMDC study are expected to be released in June 1984.

Since DoDD 7640.2 directly affects contracting officers,
auditors, and management within both those communities, it
vas necessary to collect information directly froam then.
Because of the controversial nature of the directive, I
expected that those fpractitioners closest to the contract
audit process would be hesitant to undargo an interview
ragarding their opinions. This wvas true in alaost every
case. Potential interviewees seemel rather cautious and it




becane apparent from the beginning that meaningful partici-
pation would depend on an assuranca of complete anonymity.

B. THE SANMPLE

Research vas limited to personal interviews conducted irn
Califorrnia (see Table I, p.16). In addition, there ware
numerous telephone discussions with management 2f£ficials in
various regional and national headquarters of the Nilitary
Departments, Defense Logistics Agency (DLA), and Defense
Contract Audit Agency (DCAA). It was primarily through
those discussions that potential interviewees were identi-
fied. DoD Instructicn 4105.59, Directory of Contract
Administration Services Components, also provided a list of
potentially valuable information sources. Budget and tinme
constraints dictated that interviews be conducted with as
many willing participants as possible within a 500 mile
radius of the Naval Pcstgraduate School, Monterey, CA.
Selections were not made randomly, nor vas thare an attempt
to establish a statistically valid sample. However, it is
the opinion of this researcher that the data provide an
accurate and useful insight irto tha opinions and feelings
of those responsible for carrying out the requirements of
DoD*s contract audit followup policy. I hope that this
thesis will assist decision makers in testing their opinions
and theories about the effects of the policy on defense
contracting.

I completed an extensive review of literature on the
subject of conducting interviews. This included studying
the psycholcgical aspects 92f the interviewing process itself
in addition to the design and sequence of the questions %o
be used., In recognizing the psychological implicaticns of
dress, I decided it best to wear a military unifora for
visits to contracting offices and a business suit for visits

13




to auditing offices. However, this approach was no+*
possible in every case, since most Plant Representative
Offices (PROs) have both contracting and audit persornel
assigned.

C. QUESTIONRAIRE DESIGN

I have approximately four years of experience in
contractirg which proved extremely helpful in formulating
questions for the intervievs. WNeverth2less, it was neces-
sary to closely study both the contracting and auditing
processes as a basis for questionnaire design.

The original questionnaire consisted of 54 questions,
nearly half of which were open-ended, or free-answer ques-
tions. A pre-test of the instrument and interview ¢echnique
vas performed at several offices in tha San Francisco Bay
area. The initial design of the quastionnaire was used to
interview at least one individual of each group of respon-
dents (i.e. contracting officers, auditors, and management
of each). I explained to those early participants that
their knowledge and experience would greatly influence the
subsequent design of separate instruments tailored <o the

. concerns, interests, and opinions of their respective
communities.

During the pre-test, respondents were enccuraged to
pursue the discussion of particular aspects of the peolicy
which they felt were important. Thay vere urged to express
their understanding of the policy in their own teraminology.
They were asked to amplify ansvers to most of the YES/NO and
MULTIPLE CHOICE questions in order to test the propriety of
those type formats for those questisns. Prefatory cocaments
vere used to invite the repondent's special consideraticn to
those questions. I was concerned with promoting interaction
and avoiding any interrogative tone at this crucial stage of
questionnaire develogment.

L
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As a result of the pre~test, 2 nzumber of improvemants
vere made:

1. Insight into the need to match interview style with
the anticipated perscnality/culture mix cf the
grouaps.

2. The elimination of researcher bias linked to previous
contracting exrerience.

3. The incorporation of terminology more understandable
+o practitioners.

4. The collection of information needed to develop sepa-~
rate questionnaires for the 1ifferent groups.

5. The nusber of open-ended quaestions reduced to 13.

With the pre-test comspleted and adjustments made, the
remaining interviews vere conducted priamarily in Los Angeles
and San+a Clara County (Silicon Valley), Califorria. Since
questionnaires wvere standardizad aai tailored to each group,
the researcher achieved considarable flexibility in
conducting irnterviews. The structure was very useful wvhare
+he interviewse's time vas liamited. Very little prcbing was
used, and most interviews took placa in a relarxed atsosphere
of cooperation and interested discussion. Despite the
structured interview approach and samall number of open-ended
questions, there vere frequently leagthy discussions of sany
issues,

All personal interviews wvere coaducted vwithin the state
of California. Table I lists the breakdown of participants
by maili+ =~y departaent or agency, j>b title, and grade
strac’ - ..

oo ‘es, managers were dirsctly involved with DoDD
7640... 1nagers were responsible for ensuring the
timeliucs. 14 accuracy of reports and all contracting
managers particpate in the review process. iWithin the
Defense Logistics Agency and the Navy, managers vwere aembers

15




of Boards of Reviev. Managers at Air Porce offices d4id not
perform any review function since the ailitary commanders

F serve as the Designated Independent Senior Acquisition
official (DISAO) .
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Departmept/Adency

Defense Contract
Adainistration Services
{DCAS) *

TABLB I
Participants

dob Title

Managemant/ACO
Managenant/PA
Managem3ant/ACO
Managemant/ACO
Manageaant

ACO

1@
1
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3
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(e]7]7]]
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wwe
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E

ACO
ACO
Manageaant/PA

Air Force PACO

Managemant/ACO
Managemant/ACO
Managem3nt/ACO
Managemant/PA

Navy %agagenant/Pco
gagagemant/?k

U RN

Defense Contract aAudit

nt Managemant/FAQ
Agency (DCAA)

Managem2nt/FAO
Managemsnt/RA
Managem2nt/RA
Managem2nt/RA
Management/RA
Auditor
Auditor

* DCAS'is a coaponent of the Defensa2 Logisitics Agency.

NNEEREE NNLNLLN LNEEZXEE VBKLOW
bbb bbbl bbb edodadd b b ad b dad b d b b
NNWEEEFES NNWWWEEF NDWEEESE dDWWww

AQANONANN OOHNQAOON OCKOONO QOO

SRS (and 0-4): %gz g}% Sf 33

GS-12: 7 of 30)
Note:
Management/ACO: Designgies a manager of Administrative Contract-
ing Officers.

Management/PCO: Manager of Procuring Contracting Officers.
Mangement/PA: Manager of Price Analysts.

ACO: Administrative Contracting Officer.

PCO: Procuring Contracting Officer.

Manager/PAO: Banager of Pileld Audis Office.

Manager/RA: NManager of Resident Audit Office.
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IITI. PRESEETAIION OF FINDINGS

A. EXPLANATION OF TABLES

This chapter provides the reader with an unedited pres-
entation of the findings of the stuly. Although separate
quastionnaires were used fur the contracting and auditing
communities, the first 23 questions of both questionnaires
are identical.

Results are presented in tabular form listing the
percentage c¢f each group citing a particular response.
Column labels are defined as follows:

1. CONTR: The ccotracting group vhich includes both
contracting officers and contracting managers.

2. AUDIT: The audit group which includes auditcers,
resident auditors, and audit managers.

3. BOTH: This cclumn represents tha percentage of
responlents from both groups ci-ing a specific
response rather than an average of the tvo groups.

Many of the open-ended questions ianduced multiple
answers froam some participants. Howavar, some participants
didn't ansver every question, either praferring not to
ansvwer or feeling that they couldan't answver. Therefore,
percentages do not total 100% for each question.

B. TABLES OF PINDINGS

Table II presents data collected from those questions
which are the same on both questionnaires.

Table III presents the data collected froam those ques-
tions which differed but vere designed to seek the saae
information froa “he two groups. In many cases, the differ-
ences in these groups required that gquestions be worded

]
é differently or perhaps appear in diffarent sequence.
h-A
&
%
ii 18
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Here the quaestions are brought together for ease of
reference and more meaningful analysis. An "A" precedes
auditor questions and a "C"® designates contracting ques-
tions. Where questions were identical but used in different
sequence, the questicn is presented only once.

Table IV lists the data collectad froam those questions
asked of the contracting group only.

Table V provides the data collacteld from questions which
were only pcsed to the auditing group.

. . -
BN R
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TABLE 11
Results of Common Questions

4., Has the directive been implementad in your organization?

CONIR  AUDIT
Yes 91% 100%
No 9 3
5. In your own words, what do you baliave are the major require-
ments of the directive, as you sse them?
CONTR AUDIT BOIH
Resolutzon/disgosztion of audit reports-=---- 17% 25% 63%
Tra pg of OLtS =wewcemccccccacaas 55 13 43
Periodic¢ status repofts -~--c-cccccrccnccaaa 50 0 37
Irdependent review cf contractzngo‘f;cer's
planned dispositiop s-ec-voceecccccocoaa- - 45 25 4Q
Tim2liness of dispos tion et LD DL T 41 38 40
Proper lanagelent attention and ani action
reports - T G - - - - - - 23 25 23
Jnstiizcat on by contractlag officar for
atizns fron aud t re.o.nendatxons----- 14 13 13
System integ ritg g ---------------- 5 38 13
Iaprove audit r so t usea 8 ~—-ceccccccccca- 5 25 10
Evaluation_of audit foll owu system for
for compliance with dirsctive -=ve-cccee-- 5 0 3

Note: This guestion vas intended t¢ have responderts list the
rsqulirmsents t i actually experiencing rather than

restate the 'rect ve itself A prafatory comaent was used that
askad, "wWhat fgrnai reguitenents oes DoDD_7640.2 impogse on you
and you:- organization that weren't officially :aquibed beztore?"

6. Hov has your job been af fected by the requirements of this
directive?
CONIR AUDIT BOIH

gnificant administrative impact------=-s-- 73% 88% 77%
onal management time---c--cv-cccccccoco- 36 88 50
g .ct-----q------------------—---------- 23 13 20
. | crc-lanagelent/lcss control by local
fAnNagJeloiter cccncsccnncncwnccsvccccccceves 1§ o 13
lq ravates contract;ng officersauditor
tions g—-------------------------—--- 18 0 13
i icant g tential effect~=vo—=—-ccca- ~===+ 18 0 13
OWer negot atzon PIOCeSS~=~--===ecccc—accea 5 0 3
confusion about which audit reco-nandatlons
significant under 5000.82 e~~ecceccccncccc=- 0 3
Rote roxinsa S0% of all respondents conmented that
the requlrolggts of §§u8 were much clgarer than gooo 42.

7. Are the objectives vhi.h DoD expacts to achieve with tkis
directive ¢lear to you?

CONIR AUDIT Botd
ggs Z;ﬁ 130% g;s
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8. In your own w rgg{ivhat do you balieve is the purpose for DoD

issuing the d ve?

CONTR AUDIT BOTH
Perceived need to restore integrity to the

system to raverse poor DoD 1Rage «~=-==w--=- 453% 100% 60%
To eénsure faster followup action on

overaged audit reports -=---e--ececccccccca- 41 0 30
Polit cal.fressure QCangess, GAO, DCAA} ---- 36 0 27
Batter utilization of aadit resourcas via

increased CO visibility -==vececcceccccnaa- 27 25 27
To give DCAA more Clout ===--cecccccccceacce- 14 0 10

. Note: Prefatory coaments emghasized that this ques+tion was
intended to focus on one main objective, perhaps tWo at most.

9. Resp
ic

¢ ngents vere asked to rank the following six objectives
v

o]
h have been stated in literature on the policy.
. . . CONTR  AUDIT
To encourage contracting of ficers to give
more heed to5 the advice of the audifor ---- 23.4% 22.5%
To bring potentially troublesome situations
to the attention O0f management for faster

resolytion c-vecccccmcce i cccccccercccccacaa 22.9 19.8
To require nQre_personal accoun;abillﬁz for
c

the financiall;.related decisions w h a

contracting officer makes K ---=----=----=---- 18.9 15.9
To regquire mOfe accoyntability for the

racommendations made in audit reports ----- 0 17.0
To require_more accountability of manageaent

as it relates to the contiactxgg process -- 18.1 13.8
To enhance DoD's battle against fraud, wvaste,

and abuse in its procurément systam —----=--- 16.7 1.0

10. Do gou feel that the directive will achieve these
objectives?
CONTR  AUDIT  BOIH
Y 45% 100% 60
Yes 42 3 59*

11. How do you think the go2als of the directive are beneficial?
CONIR AUDIT ROIH

% 63%
13

Ingroved CO/auditoi gogfiination leading to

etter groblen visib ty =e~ceseseecieca=a 2
Management tool for centracting officers ---- 3
Goals are admirable, but directive not

needed, Goals stafed elsavhera =-e=-eecece-o 2
No benefii ettt e DL D D L L L DL L L %
Iaprove tipseliness of decision-making =-e==--
Potent al cost sa'inqs sevsececncccelenan wm—-
Increases CO accountakility wvhich produces

better supported decisiohs -~=~--sccccccnca-
Better supported DCAA reports =-==ecesccccea- 5

%

3
3
2
1
1
1
1

-l Nwd -
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12. How dg Xou think the goals of the directive are not
beneficial?

CONIR AUDIT RO

3
E -}

More adninistraigie burden, bureaucratic

growth potent ceemeect cccccccenc e e ea 32% 13% 27%
Cantt see ary negative effects ~==--==ccaca- 14 63 27
Adverse effect on Contracting Officer's

authority & business judgnent crereseece—- 27 13 23
A g¥§§em t0 s2cond-guess the Con%tracting 0 20

cer ................ D AP A A WS DD G WS AP WD A am
uor? management time for questionable benefit

since regu rements alreidy exist ~==-====- 14 13 13
Ovaremphasis osn quick resslition -----=----- 14 0 10
Negative effect on Cintractzng Officers/

uditor relationship ~==~=-=>=v=--- weceme=- 5 13 7

13. Were any formal contract audit follow-up procedures used in
your organization prior to 7640.2?
CONIR AUDII  BOIH
Yes 36 % 88% 50%
Ne¢ 64 12 50

14. Prior to 7640.2, did you use soae personal method_of
fo lcu-ug for audit reports that contain2d4 unzesolved
a

recompendations?

CONIR AUDIT  BOTH

Yes 45% 13% 37%
No 18 0 13

15. In oug op'giog, vers the?e gipcedures effective_in
! stréssing the importance of auiit recommendations?

GONIR AUDII  BOTH
ot

6. In _your opinign, how has directive 7640.2 affected <¢th
ég%ig:ggegt, oéisgon-nakgnq authorlty of the ccntracging
CONIR AODII BOIH
Heakgned it ~~e===ceccec---=- 55% 47%
No egfe:t —ececccccace-= 36 ;g 47
Strengthened it ~~ecec-==-- 6
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17. Would you please explain your opinion including why you
believe such an ispact is or is not important.

Weakened CONIR AUDIT BROIH
Cont§§Cting Officer nust elevate significant
sSues vhich encourages less re-
sgonsxhilitg for dec;szo § =wrectcccccccea 36% 25% 33%
Aud tor'i pov r cverelp asized ~=-=ceee-ne-- 27 0 20
Contracting Officer frustration from admin-
istrative bntden. Less tine for sther
inportant 2a8KkS ~ccccccsvncnccrccnc e e S 0 3
No gffect
Contract offic r bhas s ne cont:a-tual
auth oritg bu» ess arb i ------------ 45% 50% 47%
COntrac+1ng Officer still has he responsi-
ty for contric val dacisions =====ew-- 14 50 23
i g !pact is %st:ative cemmeec e ———— 14 0 10
Sighificant actjons have always been re-
viewed by senior acquisition official ---- 5 0 3
Strengtheped
Causes t Cont act1 Officer tQ more
car giy "*h g%ough" and gocunent
dec s;ons -------------------------------- 9% 0 6%
[
18. Irn your opinion, how the auth rlt of th2 DCAA auditor
beef affected b by di Yot fve 7640. 2 Y
CONTR AUDIT 30TH

Strengthened auditor's role or influence

vis-a-vis the COntractlng officer ====-==e- 59% 50% 5S7%
No effect on auth i ty; auditor st¢li

same advisory role and raspons;bl ties -== 45 50 47
Dislike term "authority" which ipplies that

anditor has contractual authority ---<----- 14 25 17

s e am i aay L

19. gcre the lglenent tion of 7640.2, what percentage of
i our organizaticn involvs iqnz icant differsnces
! o opinion betveen the contracting offic¢er and the contract

auditor?
CONTR  AUDIT
Insignificant/quite small 100% -
f 20. 2 is now the !n?entage of audits containi g these
i differences g o§ on bétween contracting officer and
: contract auditor
P GONIR  AUPII
| Insignificant/quite small 100% -

23




21. In ycur opinion, when is the proper time to consider audis
recommendations as resolved?

CONTIR DIT BOIH
After nagotlatzons when the Contractirg
reaches agreement Ulth tha
contractor ----------------------------- 503 50% 5S0%
When the Contractlng Offlcer nakes deczsion
either before or during negotiatisns ====-- 41 25 33
When contractor corrects deficiency or
implements audi recommendatlons ---------- 9 25 13
Varies according of audit =-==~cc-cee=- 14 0 10
Whan Auditor an contract;ng Officar
settle dlf E€LENEeS ====== = --—ecccccec—se=s- 0 7
When DISAO or Revlev Poard agproves of the
Contracting Officer's position =--=====---- 5 13 7

22. As a_result of the directive 7640.2, audit raports are

resolved:
<QNTR  AUDIT BOTH
Much guickefp ===--====<v-c-=- 0% 13% 3%
Somew at qulcker- --------- 23 38 27
NOo change =-=ew--=-=ce--=--- 24 38 59
Somevhat slcwer -=~====-==-- 14 13 13
Much slower ======--- ro———- 9 0 0

23. In your view, has this change bzen of benefit to the

GCevernment?
CONIR AUDIT
h guicker
uch dgicker 0% 100%
_ No Q 0
‘ hat X
‘ §9!g§€%- gquickez 80 103
. No 20 0
. t
: §9!§§§§- sliover 67
No 33 100
h
QBQ-YSSQEQS 0 3
¥o 100 0
24
AGAERAA I arla i

AT B e i d i - MM+ e




TABLE III
BResults of Comparable Questions

How many differences of opinion have you had elevated to
b official or board in +the last 6 months?

CONIR  AUDIT
13 3

(o) 4
(3,7~
*

A 25. What ggrcentage of senior official/board written recom-
mendations have been in agresmenrt wi<h or supported the
contracting officer's position?

C 26. What percentage of senior official/board written recom-
mendatisons have been in agreeaen* wi<th <the audito:z?
CONTR  AUDIT
Percentage in agreement with auditor -------- 0%

Percentage in agreement with Contrac<ting
Officel ===--*ecccceromrmcccnmnr e 100%

A 28, Prior ¢3 the advent of 7640.2, when a contracting officer
disagreed with ycur recommendations, did he usually explain
his position?

AUDIT
Yes 38%
NC 62

C 31. Before 7640,2, when you disagrsed with the auditor's
recomamendations, did you usuilly explain your position
to the auditor?

C 32. Do you now generally resolve such disagrecments with the
auditor withodt going to a reviaw official or becard?

SoNzR
PR
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A 29. Do Kou usualli find it easy to establish good rapport
r

with most contracting officers?
AUDIT
Yes 88 %
N¢ 12

C 33. Bave you been able to establish good :aggort with most
contract auditors that you'vs dealt with?

s

NTR

w 1o

=

(2]

[S118))
"

Yes

A 30. What changes if any have you noticed in the attitudes of
contracting officers that could be linked to the imple-
mentation Of this directive?

AUDIT
Contracting Officers more willing %> discuss

pos:_t-_ons 'lth'DCAA - ——- - -— - - - - —-— - 63%
No chan%e in attitude ----ec-ccccmccocccaocees ——e=~ 25
Contracting Officers more adversarial ~=--==-=e---- 2§
Contracting Officers dislike the dirsctive =-=-====-- 12

C 34. what changes if any have you noticed in the attitudes of
auditors that cculd be linked %*5 the implementaticn of
this directive?

CONTR

No change in attitude ==-=~--cccccccccccaccccaneaan 729
Auditors less hesitant to ensure Contracting
Qfficers comply with directive; more problpg - 9
Auditors concerned that policy causas more rifts
between them and Contracting Qfficers -----====--- g

Auditors more concerned that audit is defensible --

A 34, What differences, if any, have you noticed in
C 39. contractors' proposals as 3 result of directive 7640.2?

CONIR  AUDII
No change 100% 100%
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A 35. Before the imglemen;aticn of 7643.2, how 2ften were you
asked t> settle a disagreement directly with a contractor?

C 43, Before the implementation of 7640.2, how often did you
ask adgggtgac or to settle a disagreement directly with
ar au r

CONTR  AUDIT BOTIH
Occasionally ===---~ - 25% 63 36%
Ngver i3 i 45 0% 30
Rarely =—-=<=-=-==-==- 25 25 25
Frequently --=---- - 5 12 7
Always =—=>-—==veo=~- 0 0 0

A 36. In your opinion, when _is it ajvisable for an auditor arnd
the contractor to deal dlrectlg.ln seeking to settle dis~
i

agreements on audit recommendations?
UDIT
When there are questions of fac i, e. ag¢countin
systen é& oth%r system) gefgciéncies, ficurrad’
costs, defective pricing, etc ===escccecccccrse-- 100%

C 45. Do you think it's good t0o ask a_contractor to settle audit
recommendations with an audieor?

CONIER
Yes 35%
Nc 65

A 37. How has tke ilplementatiog of directive 7640.2 changed the
type of costs which an auditor would question?

C 46. How has directive 7640.2 changyed the type of costs
guestioned by auditors?

CONIR  AUDIL

No changes 100% 100%

A 38. 1In your organization, has thars been any documented re-
Cc 49, c ve:x oz public funds attributable t0 the provisioas
of 7610.2?
CONIR AUDIT
Yes 8% 12%
No 1 88
27




Y

A 39. To your knowl edge, has
centage of dis p és whi

ag had ang effect on the per-
¢r courts? P

ve been pealed *o the ASBCA

C 50. Is thers any evidence that 7640.2 is affecting the fre-
quency ¢f contractors' appeals to ASBCA or court?

CONTR AUDIT
Yes J
N¢ 108% 00%

A 40. What wdould you recommend?
C 52.
CONIR  AUDIT BOTH
Cancel *he directive =-==--- 54% 12% 43%
Make no changes -=-==«cecce-- 14 88 34
Change *he directive 32 0 23
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TABLE IV
Results of Contracting Officer Questions

C 24. VWhich of the fqllowin%_does your oc-ganization use for
manageaen* review of differences of opianion?

CONTR
Senior officials only ==e=cecee-- -=  33%
Boards only eneccerecre caemenoee - 9
Both of thése ~=~-—cecccacacaou-- ~- 38

C 27. How has the directive affected the way you negotiate?

CONTR
No effect e e s carm e e esaee ey ce e e e —ee e ———— ——— 50%
less effective neqotiations from divided Government
position which contractor can exploit --=e-cccccc-- 27
less effective negotiations due to less time for
plannlng and de ays .............................. 23

C 28. What percentage of major negotiations in which you have
varticipated also included th2 auditor as a participant?
CONTR
Respondents who said 100% -==-c-—-eccccca--a 50%
Respondents who sajd 10 ~ 5% =~ovececmcnceceaa 18
Respondents who sajid none s=—=--ccceccecac--- 18
Respondents who said 70 - 30% -==----eccc--- 14

C 29. Did the audi*or's participation generally prove to be

helpful?
SONTR
Y 83¢%
ves 14

C 30. What is your opinion about auditors participating in
negotiations with a contractor?

CONTR

A good ide onl¥ if auditor realizes that the
ontract ng_o_f cér 1S the teapm lsader -========= {1%
Auditors participaticn is generally halpful -~=--<~- 36
Audztgﬁéss %:tig gation is"of some value depending
ua 219} ~<ce=cosre e~ P ED Gh DG D W A aD A Gh A e L X T L R X 2 1
Auggtor's partzcgpation is absolutely essential
due to tactical importance as finahcial expert ~-- 18
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C 35. Has this directive improved your use audit reports?

% CONIR

Yes 9%
No 91

C 36. Hhsi ke; things do gou look for in deciding whether an
audit réport is good?

CONTR

uality, of documentatjon and support of fiapdings =--- 67%
esponsiveness to audit raquest and sufficient depth

of review to facilitate negotiations ---===cecca=a 23
Reputation of auditor or DCAR office -=--eveccccwe-- 14
Toplc of report s=--wce-rec=cccccec- e e ataly 9
Assumgnevery audit report is good ~~v-w-cecccecccceca- 9
Timeliness =-=~=-<-~sc-tccccocnliccce- Seere—cccacacn e S

C 37. How would you judge the averaje quality of DCAA audit

reports?
COXNTR
GOOd ~===mmmcmcceee-a TT%
Marginal ==~--e=ee--- 14
vei{ good PR 5
uite poor ~=-===me~o- 3
O0L =~ ==mmweccceeee- ?

C 38. Do you believye that the overali quality of_DCA% aygdit
i reports has improved as a result of directive 7640.2?
- CONTR
Yes g%
No 9

C 40. When Ioghdisaggee with an auditor's opiniona how ofter do

ou fee at it's best for everyone coficerned to conceda
he issue?
SONIR

Never --=ss-c-ec--- %
Occasionally ~=--- 3?

Rarely -==-==----- 25

Alvays =se===-c--- 6
Prequently ====--==- 0
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C 41, ngg i?u disagree with the qgigion of a review boarg or
officlial, how o.tff are_you willing to defend you position
against every challenge?

CONIR
Alvays —=ccccncca- 50%
rreq 9nt11 ------ 33
Occasionally =-=---- 1
Rarely -=e-=eec--- 6
NEVEr ~eccccccaces 0

C 42, Hov often do you feel compella2d to avoid potentially con-
tio;%gglgil%ssues by passing a decision to a review bcard
0 c

CONIR

Never ---s-ec--=--- (8%
Occasionally =----- 1
Rarely =c==-===<--- 1§
Prequently ~—----
AluaYS = e e

COONOH

C 44. Since the implementation of 7640.2, how often have you
asked the contractor to settls a dispute with the auditor?

GONIR
Never --—=e-—-cec--- 63%
Occasgionally ----- 15
Rarely -s-->c-c=--- 16
Frequently «=——---- 5
Aluays . - - 0

C 47. Have you exgerienced any delay in procurament as a direct
result of 7640.2?

0

TR
%

NE

Yes 1
No 8

C 48, Do xou believe that the gverall affect of this delay has
been

O the Government's advantage?
SOHIR
Yes %
ve® @




C 51. Have you e
of subcontra

&

erienced any nev 1ifficylty in_t
s since the inplementation of 76

CONIR
No 100%
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TABLE V
Results of Auditor Questions

A 26. How often have you paﬁticipatad in negotiations with
contractors that you have audited?

AUDIT

Qccasionally ----- 50%
Seldom ~===Sec===-- £0

A 27. Do yog feel that auditors should participate in more
negotiations?

AUDIT
Yes 100%

A 31. In your view, has *this directive affectad the quality of
peal®analt *Féports? q Y

AUDIT
Yes 3;%
No 6

A 32. Hh%t kez things determine whether an audit report is
ef e?

ecti
AUDIT

The extent *o which recommendations are sustained

in the negotiations ==--=--ecewceccecceccocecca~a-ax 75%
uugttbilcgnplately accurate and sufficiently 63

e a e .........................................
Must ke usefnl to the pegotiatior,i.e. understand-

able sugportable, flexible —--=ecscecccacccccccoa. 50
Adequaﬁe tireliness tc perait consideration of

flndlngs ------- - - - - - - W - 13

A 33. In your oginion, has 7640.2 improved the effectiveness of
audit” reports?

AUDIT
Too soon to tell =--- Sg%

NO =======m==cee—amac 12




e ———

IV. [HPLEMENTATION OF DIBRECTIVE

A. HMAJOR REQUIREMENTS

Department of Defense Directive 7640.2 states:

Contracting officers and acquisition aanagement offi-
cials sha pursue timely résolution and disposition of
contract audit reports, Resolution of contract audit
rego:gs by law is required within 6 months of issuance,
and disposSition normally shall_be completed within 6
months. The contract audit followup System shall be
stryuctured in _conscpance with the independent decision-
making role of the contracting officer and <he financial
advisory role of the contract auditor {Ref. 2].

In attempting to achieve the timely resolution and dispesi-
tion of audit repor:ts, both DoDD 7630.2 and its predecessor,
DoDD 5000.42 set forth essantially the same major
requirements:

1. Tracking by the contracting sfficer of all contract

audit reports.

2. Status reporting of specified contract audit reports

to DoD's Inspector General.

3. Senior management review of differences between

contracting officers and auditors.
4. Evaluation of effectiveness >f the followup systea
employed by each DcD componeat.

Question 5 of Table VI was intended to explore +he
possibility of any emergent requirement not officially
stated in the directive by focusing on the practitioner's
perspective of that issue. However, Table VI shows that
nost participants wvere comfortable with simply repeating the
officially stated requirements of the directive, i.e., the
tracking, reps>rting, and timely resolution cf audit repcrts,
and independent review of the contracting officer's position

34
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TABLEB VI
Bajor Requiremants

S. In ycur own words, what do you believe are the major
requirements of the 5irective, as you see them?

CONIR AUDIT BOIH

a. Resolution/disposition of audit
[ePOr%S ==~ =cocccmmc ccccccerc—ae~- 7
b. Tracking of audit reports ==-==---- 5
¢. Periodii status repofts ==-=-==--- 5
d. Independent review of contracting
officer*s planned dispostion ---=- 4
e. Timelinass 5f disposition ~==-==-- 4
f. Proper management attention and
Scth%,ontqudlg repogts ;7 -------- 2
. Justificatio contractin
g officer for 3eviat ons fromg
audit recommendations--v--===--==-- 14
he System integrity; policing ===-=-=-- 5
i. Improve audit report useage ~-----
j. Evaluation of audit feollowup system
for compliance with rective =--- 5

n
N
o

w» oo oW

63%
43
37
40
40
23
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by senior acquistion officials. No additional requirement
appears in the responses., But 63% of the auditors and 10%
of the contracting grcup took this =2arly opportunity in the
interview to express what they belisved were some of the
objectives of the followup policy, as indicated by responses
(h) and (i) of Table VI.

B. FOLLOWUP PRIOR TO DODD 7640.2

The questions in Table VII wer2 intended to ascertain
vhether there were any procedures for following up on
contract audit reports prior to 764).2 (other than 5000.42).

Responses to question 13 indicate tha: thera were some
formal procedures for contract audit followup in existence
prior to DoDD 7640.2. In addition, as the responses to
question 14 show, many (45%) of the contracting group used
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TABLE VII
Pollovup Procedures Prior to 7640.2
13, Were any formal contract audit fol
used ia your organization prior to
CONTR AUDIT  BOQIH

lgz&g.ggocedures

Q
Yes 36% 88% 50%
No 64 12 50

14, Prior_to 76u40.2, dii you use some personal method
of fcllowyup fcr audit yeports that contained

unresolved recommendations?
CONTR AUDIT  BOTH
Yes 45% 13% 37%
No 18 0 13

15, In your opinicn, were these procedures affactive
in stfessing the 1mpoctance of audit recommendations?

CONTR AUDIT  BOTH
Yes S9% 38% 53%
No 41 62 47

som2 perscnal method c¢f followup. The conzracting group
referred to reports used to2 “rack the status of specified
audit reports such as def2ctive pricing audits, overhead
audits, and Cost Accounting Standards (CAS) compliance
audits. Auditors referred to DCAA's Contract Audit Manual
(CAM) , vhich provides auditors wish guidance for pursuing
the status of audit reports. Howevar, auditors were gquick
to point out that the CAM provides nothing which will ensure
that contracting officers give auditors the feedback that
they desire. Question 15 frequently met with long pauses
and appeared to be a difficult answar for most participants,
particularly the contracting group. MNany of those answvering




"yes" believedl that the existing procedures were only
successful to some extent. Auditors who answered "no"
emphasized that feedback from contracting officers, if
received at all, was usually late 3and came after repcated
attempts to acquire such information.

C. JOB IBPACT

Table VIII shows that the greatest impact on *he partic-
ipants' jobs has been an increase in 24ministrative

TABLE VIII
Job Iapact
6. How has ur job been affectsil by the requirements
of this ggrecgive? Y 1
CONTR AUDIT BOTH
. siggificant administrative impact 73% 88% 17%
« Additional management tipe---=--~- 36 88 50
C. No effeCctovewemocrmcccccccccnccanno 23 13 20
d. Micro-management/less ccnirol by
local managementy--=---=—-w==---o- 18 0 13
e. Aggravates relationship betwean
céitracting officer ard auditor -- 18 0 13
f. Significant potential effect------ 18 0 13
g. Sldéwer negotiation procesg-------- 5 0 3
’ . Confusion”about which audit ra2con-
= menda+tions significant under
DoDD 5000.U42«~-v=e-mecccmcccccccanx 5 0 3

requirements. Most of the offices visited complained +ha<«
administrativs resources were strained before DoDD 7640.2
and felt that the additional administrative burden of the
directive has enlarged the problem. Three respondents of
the audit group felt that DCAA's reporting requirements were
duplicative and unnecessary. Half >f the respondents are
troubled by the additional managemant time demanded by the
diractive.
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The current Presidential administration has espoused a

general policy of less paperwork in government. Executive
Order 12352 of March 17, 1982, addrzssed the reduction of
administrative costs in the procur2aent system by chargin
the heads of executive agencies with the responsibility to:

Establish programs to reduce administrativa costs and
other turdens which the procuremeat function imposes on
the Federal Goverament and the private sector, K Each
program shall take 1into account tae _n2¢d to eliminate
unnécessary agency procurement rejulatiegns, pa?erwork,
‘ reporting requirements....and oth3r adminis+«rative
procedures., [Ref. 4

Congress demonstrated a similar intent by passing into law

such measur2s as the Paperwork Reduz+tion Act. Nevertheless,
several interviewees believed that DoD's contract audit
followup policy had a good chance t> be expanded. One Navy
manager pointed out that when the policy first appeared as
DoDD 5000.42, the tracking and reporting requiresments
applied only to certain specified audit reports +hat
contained significant diffarences batween the contractirg
officer and the contract aaditor. DoDD 7640.2 now reguires
the <racking of all audit reports, but has eliminated the
repor+ting requirement for certain types of audit repor+s, a
revision that DoD has predicted will reduce the administra-
tive kurden of the fcllowup procedures.

Although DoDD 7640.2 requires that only certain
outstanding audit reccmmendations bs reported, there was a
sense of apprehension among many practitiorers that +this

requirement might be expanded. Th2 Air Porce seems to Le
praparing for this possibili«y by 3daveloping a computerized
system to handle the tracking and raporting requirements.
The system wvill be called the Contracting Officer's
Information Network (COIN) and is sxpected to ease *the
administ«rative burden of the contracting officer.
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Sixty-four percent of the contracting group (responses 4
through h of Table VIII) pointed out additional effects of
the directive on their jobs. Several expressed regre+ that
the auditor/contracting officer relationship has been
adversely affected. One ACO put it this way: "The policy
can't change human nature, although it may affect i< sone.
Where the relationship is good ther2 should seldom be disa-
grzement. However, where there is little or no communica-
tion, or where the communication is ineffective, there is
much room fer disagreement." It is interesting to note that
the relationship between the contracting officer and the
auditor has been a scurce of concern for mazny within DoD
since the Defense Contract Audit Agency was formed in 1965
[Ref. 5]).

The involvement cf management in the details of
following up on audit reports was also disturbing tc 18% of
the contracting group. They conside2red it to be a clear
signal from top government officials that they lacked ccnfi-
dence in the contracting work force. A4n Air Porce Principal
Administrative Contracting Officer (PACO) explained his
fealings. "There is a perceived need for contractirg offi-
cers 4o give more heed to audit advice. If I decide no+ to
use the auditor's advice, I have <o justify my decision to
the DISAOQ."

D. ENOTIONAL ASPECTS

Controversial issues generally provoke emotion, and DoDD
764).2 is no 2xception. The responses listed in Table IX
demonstrate this fact. When asked if their orgasnizations
hal implemented the directive, two respondents (9%) of the
contracting group answered "no" despite the fact that imple-
mentation has taken place in their organizations. Their
famillarity with the directive and the tone of the
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TABLE IX
Impact of Implementation

4. ggs ghe directive been implemented in your crganiza-
ion?

discussions made this quite clear. Although they would not
clarify their answers, they were obviously making an
emotional statement that they did not see the need for the
directive. If left to them, the directive would not have
been issued.

Table X brings more focus to th2 question of whether
practitioners feel a need for the contract audit followup

TABLE X
Do We Need DoDD 7540.2?

é g%. What would you recommend?
) CONTR  AUDIT BOTH
Cancel the directive ---~---- 54% 12% 43%
Make nd changeg -<~=-—==w---- 4 88 34
Change the directive =-=~=~-- 32 0 23

policy. Seven of the audit participants (88%) felt that the
directive is needed and believed that the directive will
claarly demcnstrate its value in the next two years.
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Auditors generally agreed that the increase in administra-
tive requirements were worth the price, predicting that the
benefits of the policy will far outweigh its costs.

Only thres of the contracting group (14%) share the
auditors' optimism. The majority opinion is best described
ky the fcllowing response from a DCAS manager:

The directive doesn't meet the cost/benefit acid test.
The costs far outuelgh the benefits, 1f indeed there are
any banefits., The theory of avoidiag delzy in settling
tough pricing issues is sound., It's the way 9f doin
business fcr “every conscientous cy>atracting officer
know. One of the key issues is that _+the cdmpetency
level of the procur<ment work force doesn't Change
because of the policy. There may be an arquaent for the
policy's iInfluence on the p;e-neg:tlatlcn position being
improved, since management is called ir for advice and
rgcomuen&atlons. However, this applies only to DCAS
since the services already have formal;zed,ﬁollg on
developlng pre-negotiation positions with_the aid of
managahent., Not o6rly does the go;;c fail to achieve
what it presumes to achieve, but it 1lls attention *c
t+he_inadequacy of the work force in dealing with tough
decisions.

Most of the contracting group belisved <hat DoDD 76u40.2
instituted a system of micro-management, i.e., tOp managa-
ment involving itself in management details which properly
belong to middle managers. Those favoring a change ia <+he
irective also were most concerned about the micro-
management implicaticns. Although in agreement with %he
need to reduce the number and incidence of overaged audit
reports, they were not in agreement with the directive's
procedures aimed at achieving that goal.




V. BOLICY OBJECTIVES AND RESULTS

A. OBJECTIVES

Table XI represents the views of participants with
regard to the objectives of DoDD 7640.2 and the exten+ to
vhich thcse objectives aight be achiaved. Question 7 indi-
cates that 83% of all respondents bzlieved that the direc-
tive's objectives were clzar. However, it is interesting to
contrast the responses to question 8 with thos2 of question
9. That difference suggests that a clear statement of
policy objectives has yet to be fully comnunicated to prac-
titioners. Question 8 asks for policy objectives in the
words of the respondent, while question 9 asks *he respon-
dent to rank objectives which have been identified by
Goverament officials in the literature on DoDD 7640.2.

Question 8 shows that 60% of all respordents believed
that DoD's procurement system is suffering from an image of
questionable integrity. There was mention of the “horrer
stories" and bad press that have brought increasing criti-
cism and political pressure to bear on DoD policy makers.
One contracting manager claimed tha:t he attended a speech
given by formar Assistant Deputy Unier Secre+ary of Defense
(Acquisition Policy) Robert Trimble ia which Nr. Trimble
said that DoDD 5000.42 was issued > please Congressman
Brooks (D-Texas). According to this respondent, Mr. Trimble
iaplied that the directive was hastily put together at the
last minute, receiving very little coordination below top
management level. This view tends to support the opinion of
many of the respondents that DoDD 75640.2 is a significant
improvement over DoDD 5000.42 in terms of clarity. One
audit manager expressed it this way:
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TABLE XI
Participants' Views on Objectives

7. Aze the objectives which DoD axpects to achieve with
this directive clear to you?

CONIR AUDII Bord

Yes 77% 100% 83%
No 23 17

8. In your owr words, what do you believe is the pur-
poseé for DoD issuing the directlveéoN R ADDIT OTH

a. Perceived need %o restore SONIR AQRIZ -
integrity to the system to

revefse poor DcD image =-=v-w--e-- 45% 100% 6 0%
b. To ensure faster followup actioa

on overaged audit regorts -------- 41 0 30
c. Political pressure (Congress,

GAQ, DCAA) ~======—=sc-clcccccccoaa 36 0 27
d. Betfer utilizaticn of audit ra-

sources via increased contracting

officer visibility ~=wwcewcccca-s- 27 25 27
e. To give DCAA more clout =-=-===-=--- 14 0 10

9. Respondents were asked to rank the following six
objectives which have bzen stated in literature
on the policy.

c R AUDI
a. To encourage ¢cntracting officers to SONIR 3

give more heed to the advice >f the

auditQr =~e=-e-cecccmccrcrcccncccncnnea 23.4% 22.5%
b. To bring potentially troublesome

situations to the attention of

nanagesent for faster resolution =----- 22.9 19.8
c. To reguirg mCC € personal accountability

for the financially related dazcisions

which a contracting >fficer makes ---- 18.9 15.9
d. To require more accouptability for the

recomnendations made in audit regorts - 0 17.9
e. To require more accountability o

manageément as it relates to the

contfacting ProcCess -=-=-=~ceccceccc=a 18.1 13.8
f. To enhance DoD's batile against fraud,

waste, and abuse in its pfocurement

system .............................. "6.7 11.0

10. Do you feel that the directive will achieve these

objectives?
CONIR AUDII  BOTH
Yes 45% 108% . 68%
¥o 55 4
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I think 7640.2 is a great improva2aent over 5000.42 which
vas so hastlly *hrown together that it created a lot of
consternatlon 01th1€ the contgactznq cgmmunity. garhaps
1f 5000.4 not teen issued first, 764 Wwoul
received a lot better.

A substantial number (4 1%) of the contracting group
believed that faster followup action was a primary aim of
the policy (response 8-b). The timeliness issue was a
common thread that ran throughout the course of most inter-
views. The concern for timeliness is apparen<ly due to the
provision which Congress incluied ia its passagse of P.L.
96-304 requiring resolution of all federal audit repor+s
vithin 6 mcnths of issue.

Thirty-six percent of the contracting group recogaized
tha+t, ir order to improve its credibility with Congress, DoD
needs to respond to the political pressure for improvement
in specific areas. One contracting officer saii tha< "DoD
needs to dispose 5f a large number >f outstanding audis
reports to give Congress the impression that we have done
something to control costs. This would certainly help <o
mitigate the negative implications 2f reports made to
Congress by the General Accounting Jffice."e

Perhaps the most interesting resul% of qusestion 9 was
the terndency 5f both groups to give a lower ranking to <he
accountability of practitioners. These responses appear to
be a psychological way of dealing with the percepticn that
more accountability is expected froa them. That interpreta-
tion of the responses becomes even more probable when
considering that management's involvem2nt wvas thought to be
important (response 9-b), but not management's account-
ability (response 9-@). The appareat paradox may be the
result of the confusion between tha requirements of DoDD
7640.2 apd its predecessor, DoDD 5000.42. One of the

¢Sea chapter I, f.7

44




provisions of DoDD 5000.42 required senior acquisition
management (DISAO) to take a "clear position" on disagree-
ments and issue a written statement of such position to the
contracting officer. DoDD 7640.2 has somewhat softered its
language in this area so that the DISAD ac%s more as an
adviser than a decisior maker. Howaver, the role of <he
DISAO still seemas unclear.

The emphasis on timeliness of rasolution was expected
and is comparabla to the similar emphasis found in response
to question 8. It is surprising that responsa 9(f) was aot
rated higher since "enhancing DoD's battle against fraud,
waste, and abuse™ is a popular phrase found in the litera-
ture on audit followup.

Question 10 contrasts the cohesivaness of the auditing
group with the split in the coatracting group. A1l of those
answering "no*® made it clear that soma of the objectives
might b2 acheived, but not all of them. The 60% ansvering
"yes" failed to make this distinc*ion, whick appears unreal-
istic. Of those who qualified their "yes" answers, there
was a general belief that all objectives would be achieved
to a certain extent, some more %than others. One auditirng
manager did say that achieving all 2f the policy's cbjec-
tives would depend on how well DoD's Inspsctor General
(DoDIG) enforces compliance with ths directive. The DoDIG
£cllowup to ensure coapliance is on2 of the major s<ated
requirements of DoDD 7640.2.

Those less confident in the diractive's ability to
achieve its chjectives were more outspoken. One Defense
Contracts Administration Service (DZAS) ACO expressed %his
opinion:

The competent contracting officer has always givan
appggpr ate attention t5” audit, and in thoSe cases where
ha sagrees, has dcne so for gool, sound reasons. The
directive can't improve this. {or thie lags competent
cont:;ctlng officer, tha directive still doesn't chaage
anything since he aivays has relisd heavily on audi+
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advice and will corntinue to do so rather than challange
audit reccmmendaticnms.

Another DCAS Manager/ACO had this to say:

Contracting officers have always given heed %o the
auditor hey have alvays beeh parsonally accountable
for thelr decisions, and management has always been
accountable to a certain extent f£or their decisions.
This won't change either. All of this is political
nonsense.

B. RESUOLTS
1. BResolving Significant Diffecences

Table XIT indicates that DoDD 7640. 2 has had no
app-eciatle effect on the number of significaat differences
between contracting officers and auditors. However, there
may still be some confusion amoang practitioners with respect
o what constitutes a "significant difference" since 76u40.2
revised the definiticn. Regardless of the definition, it is
apparent that the majority of contractiag officers dispose
of audit repcrts by agreeing with the major f£indings of
auditors. Auditors most frequently responded to questious
19 and 20 by saying that no statistics are available on the
issue. However, in the words of on2 audiz manager, "DCAA on
the whole ha2s experienced a 65X sustention rate on its
recommendations. This means that 65% of the auditor's
recommendations have been incorporated inte the con-ract.®
Since the "give and take" of contract anegotiations usually
require a pre~-negotiation position higher than the desired
settlement, the 65% sustantion exparience of DCAA suggests
tha* contracting officers have generally entered into nego-
tiations with a percentage of agreament with audit advice

higher “han the 65% sustention ra%*e. This finding¢ coampares




TABLE IXII
Significant Differences

19. Before the inmplementation of 7640.2, what percent-
age of audits in your organization involved signif-
icant differences of opinion batween the contrice-
ing officer and ths contract auditor?

CONTR  AUDIT

Insignificant/qui+te small 100% *

20. What is aow the porcentage of audits containing
these differences >f opifion be:tween contrac=ing
officer and ccntract auditor?

CONTR  AUDIT
Irsignificant/quite small 100% *

* No statistics available

favorably with the contracting group's responses to ques-
tions 19 and 20.

2. gpeed of Resolution

Table XIII indicates that the maajority of respon-
dents (50%) believed that DoDD 7640.2 has had no effect on
the speed of resolution. Many respondents fel* that the
policy was too nav to0 determine its trus e2ffect in this
area. One auditor said that quicker resolution cf differ-
ences of opinion will occur only if the policy is followed.
There were nc respondents who disagreed with the princirail |
goal of reducing the pumber of overaged audit repor:s.
However, a significant number of tha contracting group

pointed out that guicker resolution of differences between
the contracting officer and auditor does not always result
in quicker disposition of the audit report itself.
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TABLE IIII
Change in Speed of Rasolation

22. As a result of the directive 7640.2, audit reperts
are resolved:

CONTR  AUDIT BOTH
Much guickep ====ec=cceccce=-=- 13% 3%
Somevhat quicker= ======-=- 23 38 27
No change =-==--c-<-=o----- 34 38 50
Somewhat slower ~~-=v--=--- 14 13 13
Much slower -==-<w---=------- 9 0 0

Additiopally, it was pointed out that guicker dispositiorn of
audit reports does not always serve the government's best
interests, an issue which is discussed later.

3. Indepepdent Revievs

Table XIV indicates a total of 16 audit actiorns
eleva*ed to a DISAO or Board for independent review, This
figure may be slightly overstated since it is possible that
references +to elevated actions coming from the differant
groups pertain to the same audit raport. The md>st striking
feature of Table XIV is that all of the reviews have been
decided in favor of the contracting officer's position.

Several of the auditors questiored whether the
so-called "independent" management ceview of “h2 contracting
officert's pcsition really achieves a1 comple+t=ly impartial
assessmaent of the differences in opinion betweer the auditor
and con+racting officer. Their suspicion may be warranta2d
in view of tha fact that 100% of the elevated actions
reported have gone in favor of the contracting officer.
Sevaral con*racting officers commented on the tendeacy of
senior management to approve the coatracting officer's posi-
+tion. The reasons given wverce:
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3 TABLE XIV

How man
. elevate
3 6 months?

Qb=
N
w

TR AUDIT

3

COoXN
13

A 25. What percentage of senior
rTecommendations have been

supported the contracting

DISAO/Board Independent Reviews

differences of opinion _have
tc an official or ooard in ¢

2>u_had
e last

official/board written
in agrzement with or
offiCer's positicn?

o2fficial/board written

What percentage of senior )
in agreement with the

recoanendations have been
auditor?

CONTR  AUDIT

Percentage in agreement with auditor -
Pegggptage b agreement vi*h Contracting
‘lce: - D GPAR G WP s A AV A TR AR GR AR D A W LD WD WP R WD WP WS AR R D WD WD WD W

100%

s o

Management's lack of experience with the contracting
system (primarily cited for military officers).

2. Management's unfamiliarity with the specific procure-
ment action in question.

3. The nesd for expediency, i.=., avoiding delays arnd
complications in the organization's procurement
nission.

4., The advice of cther technical experts favored the
contracting officer over th= auditor.

Howaver, i+t should be noted that tha direc+tive offers +hsa

auditor an avenue of recourse:

The_ _Directer, Defense Con%ract  Audi+ Agercy (DCAA)
shall...monitor all final disposition and ,negotiation
meaoranda received, _When the memoranda indicafe tha* a
pattern ¢f substantial differencss of opinion exists on
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the dl;gCSltlon of conttract audit reports, whether the

contracting cfficer did or did, ©ot request reviews b

thg DISAO, the contract audit¢ fiald office auditqQr shal
er tke matter to the cognizant DCAA regionali 3direc+or

(Ref. 2: F-7.b.].

4. Direct Effect on Contracto:cs

- e

The data in Table XV iadicate %hat there are no
effects from DoDD 7640.2 directly traceable to defense
con:ractors. One Air Forcs contractiag manager believed
that most contractors are not aware of the directive's
requirements. However, on2 raspoadsnt in the audit group
indicated that contractors seem to be responding a little
more quickly to audit reports than in «he pas*. In view of
the stand taken against the policy by two major industry
associa*tions,S it would bs misleading to say that ccntrac-
tors aren't aware of the directive.

The raspoanses to questions A39 and C50 are
surprising in view of the predictions that were made when
the policy was first intrcduced as DoDD 5000.42 in BAugust of
1981. Because of the provisions of tha Ccntract Dispu*es
Act 0f 1978,6 there vere marny who expacted a substanzial
increase in the litigatior of contractual disputes. Siuc
tha audit followup pclicy was expecta2d to cause con“rac*ing
officers to issue more f£final decisisns in agre2ment with the
auditor, it was believed that more avpeals would resul*
However, the data show that this has y2: to be a protlen.
Ano+her interasting aspect *0 thesa rasponses is that no cne
interviewed meationed that <here was potential for increased
litigation, despite its being a reasonable expecta<tien.

.5The Electjonic Indus=ries Assgsiation EIA) anl The
National Secur:zty Industrial Association (NSIA)

6The Disputes Act provides _gcvernment coatrac%cers wi
the rzght topappeal thg fina? ch1sions of con.rathng ofgi-

CECSe.
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TABLE XV
Direct Bffects om C

A 34, What differences, if any
C 39. contractors' praposals
CONTR
No change 100%

A 37. How has the implementatio
chan%ed the type of costs
question?

C 46. How has directive 7640,.2
guestioned by auiitors?
CONIR
No changes 100%
A 39. Tc your knowledges, has 76

the percentage df dispute
appealed to the ASEBCA or

C 50. Is there any evidence tha
the freggency of contract

ontractors

. have you n>
as a resul: o

AUDIT
100%

iced in
7640,2?

Hhet

0

.
-

7640.2

n ~iva
auditor wouli

ecC
n

cf dic
vhich a

[
changed the type cf costs

AUDIT

130%

40.2 had any effesct or
S which haveé been
cour=s?

t 7640.2 is affectin
ors' appeals o ASBC

or court?
CONTR AUDIT
Yes 0 J
No 100% 100%
5. Con*ractor-Auditor Disagresm23:s

The questicas appsaring in
to test the effect of DoDD 7640.2
propriety of direct settlements of
contrac+tors and auditors. Becaus2
wera not asked a f£ollcwup question

The rasponses to ques<ions

there are situations in which disa

Table XVI were in%tended
on the f£requeacy and
disagreements between

5>f an oversigh+%, auditoers
to A3S5.

A36 and C45 show that

jreemants ar2 osest sezt+tled




TABLE XVI
Contractor-Auditor Disagreements

A 35. Before the inglementation of 7640.2, ho
el

were ycu asked to settle a disagres=me
with a contractor?

C 43, Before the igplementaticn 2f 7649.2

did you ask a contractor ¢> sattlie &
direZtly with an auditor?

CONTR AUDIT
Occasionally ~----- 25% 63
Neyer =~=-wscccc=-- 45 Q
Rarely ---==-<e---- 25 25
Freguantly -=~==-=--- 5 12
Always ===ecccc---- d J
C 4d. Sirce +he ipplemsntation 5f 7640.2, h
have vyou asked the coutractor to set+
wish the auditer?
CONIR
Never —-=s==------- 63%
Occasionally =----- 16
Rarely -=~=-====>-- 16
Frequently ------- 5
Alwdys —-—~===w=e=- J

W Cc**ten

dicectl

hsw often
disagresaent

[1o:]
DWW 10D
OO

P W fa o

A 36. In _your opinion, when is it aldvisable for an,
auditor and the_con*ractor tc d=al directly in

seeking to settle disagre2aen<s on au
recoaméndat ions?

dis

When there are questiors of fac%t, i.=2. acccunting
systen és other system) d2ficiencias, incucred

cos<s,

C 45. Do yu think it*'s good to ask a con*t:
settle audi+ recommendatiosas with an
CONTR
Yes 35%
No 65

afective pricing, etC =~====c--sc-c-c--
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directly between the auditor and contractor. Commernts from
the ccntracting respondents answering "yes"™ to question C45
are in agreement with the auditing group's response to gues-
tion A36. As one Navy PCO put it:

Where there are issues of fact to ke settled, <hese
should be dealt with prior to neg:tlaplons., If they
(audi+tor and contractori can setfle, it avoids being an
issue., To say "no" wouid imply that the con*racting .
officer is always capabls of achiszving a2 superior déci-
sion.

The percentage of those contractiag -espondsnts who
never ask for direct settlement ros2 from 453% (question C43)
to 63% (questicn Cu44) after tha implemantation of DoDD
7640.2. There are times when direct s2ttlements between
auditer and contractcr are appropriate, as the Cespomnse to
question A36 indicates. But thare is no apparent explana-
tion for the number of regquests for direct set=lements *o
decrease. Perhaps the responses to questions CuU4 and Cu5
are a reflection of the contracting officer's frustration o:
disappointment in the ascension of the auditor's role.

6. Quality and Effectiveress 2f Aud

Aadit Reporis

I

As Table XVII iadicates, the overwhelming majori+y
of respondents believed tkat *he directive had no effec= on
the quality of DCAA audit reports. The auditors who
answered "yes" *+o gquestion A31 gave qualified answers. They
stc2ssed +he need for audit reports to be ¢f ungquesticnable
inteqri+y ard accuracy dus to the potential for disagrec-
ments with coatracting cfficers. However, they were quick
to add that an unqualified "yes" would suggest tha% DCARA
audit reports have not always been 5f the highest quali-+y.

Question A32 (response a) of Table XVIII highlights
tha importance that 75% of the auditors attached to the
sustention of their recommendations ian negotiations. To
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TABLE XVII
Effect on Quality of Audit Reports

A 31. In your view, has this diractive affactad the
guality of CCAA audi+ ragorts?

AUDIT
Yes 33%
No 67

C 37. How would you judge +the average quali*y of DCARA
audit reports?

CONIR
GO24d  ~~w=mmmmmemmw—-- 77%
Marginal =---=-=---~- 14
Ve;{ good ==---=----- 5
gilte poor --=---==-- 5
Q0T =====w=-=----=-=- J
C 38. Do _you believe that the ovsrall quality of_DCAA
audit repor*s has improved as a result of 7640.2?
CONTR
Yes 5%
No 35

this end, 50% of the auditors stressed the utili+y cf audit
reports, irncluding accuracy and fls=xibilizy as essential
characteris+ics tha* make ap audit repor* useful in negoti-
ating a fair and reascrnabls price. In comparison, & rela-
tively small number (23%) of the contracting group cited the
, usefulness cf audit reports in negotia+ions (C36, response
b) as a criterion for deciding the value of an audit raport.
Hovever, 67% named (1) the quali+ty of documern+«ation, and (2)
the support for findings, botk of which are fundamental
r2quirements for successful negotiation.
The issue of timeliness seeas to command consider-
abl2 attention in much of the writtan ma%erial concerning
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TABLE XVIII
Audit Report Effectiveness

A 32. What key things determine whether an audi% repor=
is effective?

AUDIT

a. The exten* to which recommendations are

sustained in_the_negotiations =-=--=-=-=e-cc-c-e-- 75%
b. Must be completely iccura<e and sufficiently

detailed -+=-----reccccccccmec e e e e 63
C. Must be useful to the negotiatior,i.e. unier-

standable, supgportable, flexible --===-=ccc---- 50
d. Adequats timeliness to permit consideration

of Iindings ===---ercccccrcccrrre e e e 13

A 33. In your sginiog. has 764
iveness of audi+ reporis
g

A
Too soon to tell =--- g

YesS == ccrmacccctccca=-

N mecccccccac=a - - -

9.2 improved the effsc=-

L)

1
b4

Y
N o

C 35. Has this directive improved your use audi+
reports?

CoON

=]

B
X

Yes
No

(Ve
-0

C 36. What key things do you look £or in deciiing
whether 'an audi+t repcrt is good?

a. Quali4y of documentation and support

of findings -+~-+--"----cecccccccccccccmceceea §7%
b. Resgon51vene$s to audit requast and sufficient

depth of review to facilitats negotiations --- 23
¢. Reputation of auditor or DCAA oifice ===-e=-=-- 14
d. Topic of report ==----ccccccccccccccccccncan=- 9
e. Assume avery audit report is 3ood =~===-==---- 9
f. Timeliness =--=-wremeserrucrrc e cc e c e 5

contract audit. In literature and correspondence on *he
topic, the predominant view seems to be that audit ceports
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nust be timely to be effective., However, it is irnteres<ing
0o f£ind that both groups consid2red the timeliness cf an
audit report to be relatively insignificant in determiring
its effectiveness., Better than 80X of the cortracting group
were sa=zisfied with the quality of DCAA audit reports (Tatle
XVII), which would suggest that they wera similarly sa<is-
fied with the timeliness with which they receive the
reports. This issue should not be confused with *hat of the
timeliness cf resolution betwean aulditors and coan“ractirg
officers.

There was a marked difference of opiciozn regarding
the influence of DODD 7640.2 on the effectiveness of audit
reports. While 38% of ths auditors believed that the direc-
tive has improved audit report effactiveness, only 9% of <the
ccntracting group repcrted that the directive had increasad
their use of audit reports., Auditors appeared optimistic
about this issue since 50% of those surveyed said that it
was *toc soon to %+ell whether there will be an impact on
effactiveness. Although the consensus aacng audi*tors was
that audit effectiveness will increase as time passes, there
was no evidence tha*t this has yet taken place.

C. BENEFITS AND DETRIMENTS

Table XIX illus“rates tha% DoDD 7640.2, to this point,
has caused crly msinor procurement Jzlays. However, cf the
three contracting officers (14%) answering "yes" to question
C47, two believed that the Government failed to benefit from
the delay. Despite this seemingly insignifan<t impact,
procurement delays shculd be carefully monitored due *o
their counter-productive potential.

Some savings have resulted froa the implementatior of
DoDD 7640.2 as Table XX pcints out. Informaticn rcegarding
tha reported savings was 1ot available. Therefore, the
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TABLE XIX
Procurement Delays

C 47. Have you experienced ang d2lay in procuremeatr as
a direct reésult of 7640.2?

CONTR
Yes U
No 86

C 48. Do_you believe that the ovarall effect =f thls
delay has been to the Government's advantage?

CONTR
Yes 33%
No 67

measure of government benefit cannot be accurately assessed.

Most of the auditors indicated that direct savings carnot be

determined. However they indicated that it is reasonable %o

assume that Do>DD 7640.2 will produca savings by improvirg

*he negotiation process. It is rational to assume <hat

inproved negectiations will produce savings, but there was no
, evidence to support the belief that DoDD 76u40.2 is achieving
‘ the necessary improvement in the negotiation process.

By passing Public Law 96-304, Congress raquired that
audit £findings be resolved within six months after a cepoct
is issued. Congress intended to support a siailar provision
found in Office cf Maragement and Budget (OMB) Circular
4-73, "Audit of Pederal Operations aand Prograas.™ However,

there appear to be scme differences in opinion among practi-

tioners and policy makers regarding the distinction between
the resolutiog of audit regommendations and the lisposi‘jon




TABLE XX
Direct Savings

A 38, 1In your organization, has there been any.
C 49. documented ‘recovery of Eubllc funds atttibutable
to the provisions Of 7640.2?
CONTR AUDIT
Yes 0 12%
No 100% 88
of audit reports.? Those differences canter on the circum-

stances which constitute each of those actions.

The responses to question 21 (item a) of Table XXI show
that 50% of all respcndents believel that resolution of
audit recommendations should rno%t occur until negotiations
with the contractor are ¢oncluded. Another 33% (response bH)
cf all respondents agreed that resolution hinges on the
decisions made by the contracting officer either befere or
during negotiations. Responses (e) and (f) show “hat orly
14% of the respondents agreed with the official definition
for resolution of audit recommendations given by DoDD
7640.2. In fact, responsss (a), (o), and (¢), which were
cited by 96% 5>f all respondents, form the respondents' defi-
nition of zesglution. According t> DoDD 7640.2, the situ-
ations described by responses (a), (b), and (c) constitute
digposi<jon. I* seenms that while DsDD 7640.2 emphasizes the
timely resolution of diffsrences betwaan auditwor and
contracting officer, it nonetheless has achieved a "disposi-
*ion" a%titude in the minds of practitioners.

Sameceeoaeoame ame o -

?See definitions, Appendix A
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Audit recommendations may be expeditiously resolvel
through the provisions of DoDD 7640.2, however quick resolu-
tion between the auditor and contracting officer doesn't
guarantee a timely disposition of the audit report. Table
XII illustrates that DoDD 7640.2 has had no appreciable
effect on the number of significant differences requirirng
resoluticn. Therefore, a rational assumption is that disgpo-
sition of audit reports is the primary goal of «he £followup
poclicy. The responses to question 8 of Table XI also
support this assertion, since it was a popular belisf +hat
disposition of audit reports is ne2ied to appease poli*tical
critics.

Questions 22 and 23 of Table2 XXI evaluate the effect of
DoDD 7640.2 on the speed of resolution. Most respondents ‘
(50%) irdicz+ed that thera has been no effect from <*he
directive in this area. However, 3)% have experienced

quicker resolution, while c¢rnl- 19% hav2 experienced a slower
process. As the data to gquestion 23 show, gquicker resolu-
tion has been unquestionably beneficial.

What is surprising is that of the three respondents who
have experienced slower resolution, two have found <he
slover process to be beneficial. The most frequently given
reason for this view was that the six month time requirement
is not alvays in the governmernt's bast interests. Some
audits, e.g. certain operations and overhead audits wvere
cited as requiring more time to resaolve significant issues.
In those situations, fpressuring for quick cesolution can be
det-imental. On the other hand, tw> contracting officers
(9%) and one auditor (13%) have found detrimental effects
from a slower resplution rate.

1. Bepeficial Effects

Question 11 of Table XXII shows how each group fel*
about the benefits of the directive. Rasponse (2), which




TABLE XXI
Benefit of Quicker Ra2solution

21, In_your opinicp, when is the E:O er tima tc consider
audit recommendations as resalvad?

CONTR BOTH
After nagotiations when the
contracting officer reaches
agreement with the contractor ---- 50%
When the coptracting officer
makes a decisicn eifther befors
or during negotiations
When *the contractor corrects
a deficiency or implements
audit recommendations
Varies accerding audit type
When Auditor and Contracting
Officer settle differences
Wher DISAO or Review Board
agg;oves of the Contracting
Officer's position 13

22. As a result of the directiva 7640.2, audit repor+%s
are resolved:
AUDIT B
b4

Mauch quicker 0

g
: . 1
Somewhat quickar- ==-w==---- 23 3
N> change ==eececcecacacaceaa Sy 3
Somewhat slowver 14 1
Mach slower

In yocur view, has this changs been of benefi+ to
the Government?

c
Y .
duch duicker
Yo
Somevhat guickez
No

noyhat slovez
No

ﬂEQhYgéglﬁi
No




TABLE XXII
Benefits and Detriments

11. How do you think the goals of the directive are
beneficial?

a. Improvel Co/auditor cocrdination
leadlgg_to etter problem
visibi ity -
Managemant tool for contractiag
officers «-=---~-mscecccccccac-c--= 3§ 13
C. Goals are admlrablel but directive
not needed. Goals stated =lsewhere 23 13
d. No benefit -==ecemec—cccccecacc—a=-- 2
e. Improve timeliness of decision
a 1ng --------------------------- 18
f. Potential cost savings ----=------ 14
g. Increases CO accountability which
groduces better suggorted ecisions 0
etter supported DCAA reports =-=--- 5

- bd AN W
~NO N IO O

12. How do you think the goals of the directive are not
beneficial?

CONIR
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=

More adminjstrative burden, and
bureaucratic grcewth potential ---- 3
No negative effects ----=--ccceeaa-
Adverse =2ffect on CO's authoriy

and business judgpept --~=vec--=--- 2
A system to sécond-quess the 20 -- 2
More management time for question-
able benefit since requiréments
already exist =<--ececcccccccco-ea 1§
f. Overemphasis on quick resolution - 14
Negat;ve effect on CO/Auditor
relationship =====-ececcecncaccaa- 5

%
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vas the overwhelnaing preference of auditors, indicates +hat
the directive has improved coordination between the auditor
and the contracting officer, leadinjy to better visibility of
probleas. While 27% of the contracting group also cited
this as a benafit, slighty more (36%) viewed the procedures
mandated by DoDD 7640.2 as a manage2aant tool for contractiag
officers. Only one auditcr agreed vith this view.
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Response (g) shows that 38% of the auditors felt
that the contracting officer's accountability had increased,
with better supported dzcisions as a rssult. None of %he
contracting group said that ar incrsase in accountabili+y
was a benefit of the directive, which illustrates the sensi-
tivity of the contracting group to the question cf accoun+-
ability. That is understandable siace the contracting
officer is legally accountable for the contractual decisions
he makes. To suggest that DoDD 764).2 has affected th=
contractual accountability of the contracting cfficer would
clearly be in error, and contrary t> the explicit statement
of the directive “hat "The cortract audit followup systenm
shall be in consonance with the indazpendent decision-making
role of the contracting officer." [Ref. 2: E-1]

Thirty-four percent of the respondents considered as
benefits: (1) the improved timeliness of decision-making;
and (2) the potential for cost savings to the Government
(respcnses e and f). With respect to the timeliness of
decision-making, one Air Force Principal Administrative
contracting officer (PACO) made th2 follcwing comment:

There is an unquestiornable benefit which arises froa the
’ amphasis on tizseliness. There has been a _*endency on
3 t+hé part cf many contracting officers to delay their
decisions on tough probleas, It seems tha%t td0o _often
decisi¢cns on,audit_recoamendations are gost oned until
there is an iron-clad case one way or the other.
However, *his is yprealistic. _Th3® contracting officer
should be’a decision-maker, and if he's doing his job
correctly, nanI of the decisions will be <ough ones.
This policy will encourage the contracting 9officer who
hascg tendency to delay to speed up the decision-making
process.

A DCAS Manager/ACO also expressed concerr over the timeli-
ness in which 2udit reports are settled.

Ine timelinass 5f resolution is important since econonmic
. issues chan%e so ragldly in the dynamic economic envi-
ronmeat of today., It's a good idaa to avoid allowing
these pricing iSsues to _gef old_and turn jinto big prob-
leas. However, *he profassional con<racting osfficer
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shculd be resolving these issues without the policy
being issuedl.

In contrast tc the benefits attested to by the
majority of comments to question 11, there were a signifi-
cant number of less favorable comments, almost s2ntirely fron
the contracting group. Responses (z) ané (d) reveal that
46X of the contracting group (37% overall) either believed
that the directive had no beneficial effects or that any
ben2fits possibly arising from the policy are achievable
through existing guidance or through the professional
efforts cf the Jork force.

2. Detriasental Effects

Response (b) to quastion 12 reveals again the
support for DoDD 7640.2 within the auditing community. All
audit responses other than i%tem (b) were gualified in the
sense tha* these non-bernefits were believed not significant
enough to gquestion the overall benefit of the policy. One
auditcer stated that the directive can create ill feelings
betveen the auditor and the contracting officer, but +hat in
most cases ths team ccncept vwill be encouraged. An audit
sanager commeated:

Like most directives, the over-reaction by affected
parties mitlgate against its effactivenesS. Toc¢ much
paperwork and extensive management attention takes
valuable time awa{ from othet equall{ importan+  func-

gxois. However, the benefits far outweigh the draw-
acks.

In shacp contrast to the audit g-oup's response,
only three of the twenty~two contracting respondents (14%)
telieved that there were no negativa effects froa the
pclicy. Soze of the contracting respondents vere harsher
than cthers in their criticism of the diractive. One Price
Analyst managar said +that "the disective, as vwritten,
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suggests +*hat the opinions of pricing analysts, engineecs,
and other advisers, are useless."™ Another con%racting
manager added that "audit followup isn't necessary if beth
organizations do the tasks laid out in miles of existin
instructions, directives, and legislation.™




VI. IMPACT ON GONTBACTING OFPICERS AND AUDITORS

—

A. AUTHOBITY OF THE CONTRACTING OFFICER

The most publicized criticism of DoDD 7640.2 is its
alleged adverse affect on the independent, decision-making
authori+y of the contracting cfficer. The investigation of
tha+ claim provided the initial focus and the primacy mcti-
vation fcr this research.

To fully appreciate the opinions of practitiorners
regarding the authority of the contracting officer, one must
make a distinction betweer the diffarent types cf authority
ves-ed in the contracting officer.

The Defense Acquisition Regulation (DAR) contains
det2ils concerning the contracting ocfficer's Certificate of
Appointment, commonly referred to as a "warrant" [Ref. 6:
1-405.23. 1t is the warrant which cectifies that <the
contrac+<ing officer is an authorizsl agent of the Pederal
Government with the gcontractual authority %o bind <+he
government to legal agreements withia specified limitations.

Expert advice is available o %tane contracting officer
from a variety of functional specialists which he may call
upon as necessary. Howevar, the rasponsibility for dater-
pining the suitability of the pricing arrangement of a
contract rests solely with the contracting officer [Ref. 6:
3-801.2].

Since DoDD 7640.2 is an internal directive no= published
in “he Ccde of Pederal Regulations, it canno= officially
altar the contractual authority of the contracting officer
which would in any way conflict with the provisiosns of *he
Defense Acguisition Regula*ion (DAR). MNevertheless, the
data in Tables XXIII, XXIV, and XXV show “hat <he directive
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has impaired the administrative authority of ths contracting
officer, since he apparently has less control over other
areas of the decision-making process.

The respenses to question 16 of Table XXIII indicatz
that there was considerable difference of opiniorn be%tween
the contracting and auditing groups over *ha* issue. Whils
55% of the contracting officers perceived tha< their
authority has been weakened, cnly 25% of the zauditors shared
that opinion. Most (75%) of ths audit group believed that
the independent decision-making authozity of the contrac+ting
officer has been unaffected by the directive, an opinion
agreed upcon by a relatively large portion (36% of the
contrac*ing group. Only two of the contracting group (9%)
believed that the contracting officer's authority has heen
strengthened by DODD 7640.2.

Responses {a) and (b) to guestion 17 show *hat +*he
contracting officer's latitude in dzcision-makirg has been
narrowed. However there was a wid2 range in the comasants %o
that question. There were both advantages and disadvantages
which emerged f£rom the opposing perspectives. Amcng =he
contracting respondents, opirions w2re more negative irn
nature, since contracting officers vere concerned about %he
potential for being "second-guessed." Th2 requirement for
more extensiva justification for decisions was 2lso viewed
as a disadvantage. The following ramarks by contracting
officers and managers highlight the majori«y opinion of that
group:

Contract audi+ is thought “o be aivisory. Accouating
records cepresent histdrical cost data, they do_nct
usually reflect technological changes which could affect
the fufur=. An informed contracting officer makes his
d2cision based on all inputs, not just DCAA. This
directive raquires the contractiny officer %o elevate a
disagreement to hlgher management Wwho may ot be
familiar with the issue.

The impac* from this directive is very iamp
i

import
contractiag officer is sianqularly rasponsible
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TABLE XXIII
Authority of the CO

16, In ycur opinion, how has DoDD 7640.2 aff=z=cted
the independent, decision-making authori:zy cf *he
contracting officer?
CONTR  AUDIT BOTH
Weakened it -=---=c------ 55% 25 47%
Ko effect -m==—-w-cmeen-- 36 75 47
Strengthened it --------- 9 _— 6
17. Would you please explain your opinion imncludirng why
you believe such an impact is or is not importian-.
Neakened CQNTR AUDIT 307TH
a, CO must elevate significant audit
issues which encourages less re-
. spensibility for decisions --<--- 36% 25% 33%
b. Auditor's power oversmphasizsl -- 27 0 20
C. CO frustration from administra-
tive burden. Less time for other
impor+tant tasks =—---=---cce-c-no-- 5 0 3
No effect
d. CO has same contractual,
au*thority, but less arbitrary --- 45% 50% 47%
e. Contracting officer still has
the responsSibility for con-
tractual decisiops -s-==-ce-c---- 14 50 23
£, 021y Zimpact is administrative --- 14 0 10
J. Significant actions have always
besen reviewed by senior acquisi-
tion official =-=---==--c-ccmconsa-- 5 2 3
Stzengtheped
h. Causes the CO <zc morecarefully
"+hink thrcugh®"™ and dccuamentz
decisions == --m=cemm-ceccmerce-oa- 9% v 6%
2
aspects of the award of a contract. Tae agditor is
su?posed to be a *eam member, no a1dore, 210 less.  This
policy changye makes the audi%or much mcre pcwsrful wi<h
no chéck or balance on the gualisy of thie audit.
The hardest thing for a governameat burzaucrat to do
consistently is act independently and forcefully.  The
system produces conformity and fosters the abdication of
responsibility. Onder the new followup sys*tem, weak
contracting cfficers will become weaker, StIdng ores
will bpe mof2 frustrated. That's imporzant.




Although 50% of the auditors beslievsd that the directive
makes the contracting officer less independent, their
comments also indicated that the actions of contrac+ing
cfficers need closer scrutiny. The spirit of the audit
group's comments can best be capturad in “his statement by

an audit manager:

There is ro change in the con«racting officar's
agthorltg. He may still deviate fr-om auditr recommzn
tions. cwaver, now he must documen<, gxglaln. 3
some case2s have an independen< ravizw of his decis
T2 the extent that his lndependent decision-making
1bilisy is constrained by the justification requile
the direc+tive could be viewsd &s benaficial.
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It is interesting to note the opinions of two (9%)
conzracting officers who felt that DoDD 7640.2 has sirength-
ened ¢heir authority. Although they racognize that the
contracting oificer is rejuired to more *horoughly Jjustify
his decisicns regarding audit recomaendaticns, this rzquire-
ment was considared an advantage. An Air Porce PACO offers
an explanation for this position:

th

}oe

]
A

Technically, *there is no effect on the contract
cer's authority. However, the policy desfinite
the contracting of ficer on <he sgat_reqa:d*n
sions he makes on audit recommendations. £
contracting cfficer knews tha+ h2 will hav
kis 5951t:on to higher authority, this sho
¢ think through 3 "situation morz caz-sfull
fore support his_decision better. A contr
wvho does that will rezalize nmore authorlt{, not
5f the requlation sayirg he has mor-e or les
but because he has done his homewdrk.
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B. RCLE OF THE DCAA AUDITOR

Con*rac*ing officers ganerally perceived “hat the DCAA

audi+or's role is changing from the tradirtional role of tean
member “o one in which audit advics is virtually mandatory.
In “he currert environment o0f ccs%t conzrol and f£iscal




r2sponsibility, DoDD 7640.2 has accord2d audit advice pree-

pinence over that received by the contracting officer fronm
otaer functional advisers. That appears to be a difficul+
adjustment for most coatracting cfficers who have perhaps
vieved the auditor's role as subordinate to their own. The
diractive now requires justification %o higher authority
whan the contrac+ting officer decides to proceed upor a
course of action which significantly differs £f-om the audi-
tor's recommendations. Many contracting officers ard
managers beliaved that the new audit followup procedures
reflect decliaing confidence in the procurement work force.

It is interesting %o note tha* the notion of elevating
significant differences between the contracting officer and
auditor is not a new idea. Th2 D=2f2nse Contract Audit
Advisory Council (DCAAC) recommended over a decade ago that
those differences be elevated *o ensure that a DoD position
is agreed upon on a timely basis, thereby avoidiang costl
delays (Ref. 7]. However, until tn2 DoD policy for contrac+
audit followup was iamplemented, th2 oaly rsquirsment fcT
contracting officer deviations from audi+ advice was to
document the contract file [Ref. 6:3-801.2(4) ).

Shor+tly before the DCAAC's report, then Deputy Secretary
of Defense David Packard issued a mamorandum emphasizing the
advisory role of the con%*ract auditor. The memo also clari-
fied the DcD position on 2levating lisputes between
contracting officers and auditors:

am ¢oncerned that there be a cl2a- unders+andiag of
he advzscgz_role the contract auditor has in support* of
he contracting officer. The indapenden+t, prcfessional
dvice of auditors is esseptial £2 gJoond Defense
cont-acting. The contracting cfficeér must consider such
advice. Nevertheless, contyictiny officers' decisions
on matters of.contrgc{ p:lClng have to tak2 into account
many factors in addiction to thosa prasented bg *he audi-
tors. It is, therefore, necessary that all ‘those
rasponsible for furaishing suppeczt to the contracting
officer undarstand the advisory role they should Y.

pla
We should avoid actioens ba,auditors in +heir advisorg
capacity which appear %5 dispute 5r Juestion specifi

I
t
1A
a
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decisions of contracting officers, I want our,
contracting people to exercise juigment in <¢heir

da -to-da¥ vwork. _The escalationh o gossxble,dxsput
relative to specific decisions should be avoided.
however, such decisions or judgment have general ap
ca+tion and, in the professional opianioa of the audi
indicate a change ¢r trend in pricing or costing po
the auditors may, of course, “ransmit the appropriat
informaticn through audit command cnannels. [Ref. 8
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TABLE XXIV
Auditor's Influenc2 on CO

18. In your opinicn, how has th2 au;ho:itx 9f the DCAA

auditor been affected by diractive 7640.27

CONTR  AUDIT BOIH

a., Strengthened auditor's role or

influence vis-a-vis the

contracting of ficer ---e~-=--=--~-- 59% 50% 57%
b. No effect 0On authority; audizor

still has same advisoIy role aad -

responsibilities ==-=-cccoccccca- 45 50 47
C. Dislike term "authority" which

implies that auditor has

contractual authority =-----=<~~--- 14 25 17

Deputy Secretary Fackard's memo illustrates well the
traditional DoD philcsophy regardiag the advisory role, nct
cnly of auditosrs, but of all functioral specialis%ts who are
available to counsel *he contractiay officer.

Response 18 (a) of Table XXIV indicates that the provi-~
sioans of DoDD 76u0.2 have affected th2 auditor's influence
cn the contracting officer. The balanced responses *o items
(2) and (b) are an interesting finding, particularly wher
considering the comaments related to auditors'® authori-cy.
Those respondents who felt that the auditor's role has been
strengthened spoke out at lergth while orly brief ccmments
were cffered in suppcrt of the "no 2£ffect” opinions of
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category (b). The fcllovwing comzments help *to illus<trate <+he
opinions of those respondencts whe basliaved that the audi-
tor's role has been enhanced:

An audit manag=ar: Would rather 2ot use the word )
"authority" in referring to the auditor's relatiorship
vith the contracting offigcer. However, the auditor's
1nf%uence on the contracting officer has been strength-
enad.

An auditer: Now we have expanded duties to document a
contracting officer*s failure tc have a DISAO review,
We will probably also be scmewha:t involved in answerirng
internal audit guestions during ra=views of compliance
with the diractive.

An Air Force manager: Techanically, the auditor is still
an adviser, However, tha auditor ﬁ;s an avenue for 1
recourse that other advisers don't pave. This defi-
nitely has to have an effect, espscially on those
contacting of ficers who are perhaps lesS competent
the decxslon-maklng area. However, "authoraity" is
quite the correct fern.

in
n's

A Navy PCO: Don't like the use of tae word "authority"
in ccnnection with *the auditor. That implies conirac-
tual autherity which t+he auditor doesn't have. "Role"
may be o¢kay, but "irnflusace" is an aven better word.
Thé auditof has been given much more povwer to influence
the contractiag officer.

A DCAS Manager/AaCO: Ths audit position becomes more cf
a non-negotiable baseline which saverely limits a
contracting officer in negotiations.

A DCAS ACO: The auditor's star is rising. The
contracting officer_has beexn put on the defensive due to
the aunditci's appeal process.

C. RELATIONSHIPS

As the data in Table XXV indicates, auditors and
contracting cfficars even failed to agree abcocut the nature
of “teir disagreements. Contractinj officers said that they
always explain their disagreements to <he auditor (C 31)
wvhile the majority of the audit group (62%) said that
contracting officers usually don't coamunicat2 <heir posi-
ticns to the auditor.
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TABLE XXV
CO-Auditor Relationship

i A 28. Prior to_the advent of 764).2, when a contracting
officer disagreed with your recommenda*ions, d4id
he usually explain his position?

AUDIT
Yes 38%
Q No 62

C 31, Before 7640.2, whenp ¥9u disagreed with th
auditor's recommendations, did you ususll
explain your position to the auditoer?

CONTR

Yes 100%
No 0

€
Y

C 32. Do you now gnerall¥ resolve such disagreements
with the auditer without going %5 a review
official or board?

A 29. D¢ youn usually find it easy *+o establish good
rapport with Bost contracting officers?

AUDIT
) Yes 88%
) No 12

C 33. Have you been abls to establish good ragpo:t with
most contract auyditors that you've dealt with?

CONIR

Yes 95%
No S

The method which most contracting officers choose for
communicating with the auditor undoubtedly has a lo+ *o do
with the dissenting viewpoints of tae ¢wo groups. Most
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(80%) of the contracting officers interviewed said +hat they
rely almost entiraly on the Price Nzgotiation Memorzndum
(PNM)® to ccmmunicate their position to the auditor. The
PNM is required by the Defense Acquisition Regulation (DAR)
and serves the purpose cf documenting:
1. The contracting officer's pre-negotiation position,
including negotiation objectives and/o- aspira<iorns,
2. The major proceedings cf the negotiation with the
centractor, and
3. The results of the negotiation.

The majcrity opinion of contracting officers was that
the PNM provides sufficiert explanation to the auditer
except for unusual cases where closar communication is
necessary to resolve a significant issue and at*ain a united
governmen*t position befor2 proceeding intc negotiations.
Obviously, where the auditor participates in negotiations,
there will be more informal comaunciation with the
contracting officer, particularly with regard t> planning
the negotiations.

The following comment (to guestion A29) by an audi+
manager helps to clarify the primary reason why auditors
consider most contracting officers®' explanations to be
inadequate:

The key word here is "usually.” Ap?a:ently some .
contracting officers 4o, others don't, Most contracting
gfficers give some explanation of their use of audit
findings in their Price Negotiation Memorandunm,

inclyd ng Jjustifications £fOr their decisions., But_the
PNM isn? alvags received by DCAA. DoDD 7640.2 will
Tequire comprehensive Zustz jcatisn in the PNM and also
ensurfe that 1t is tran&mitted to the DCAA auditor.

The contracting officers' responses to questions C31 and
C32 are interas*ing since they cleary show that the policy
has affected the willingness of contracting officers to seek

8see definitions, Appendix A
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resolution with the auditor. The six contracting officers
(32%) who arswered "no" t5 question C32 indicated tha: since
the policy has been ir effsct, auditors seem more inflexible
in their positioms, and in the interest of time, *hey
elevate their pre-negotiation differences for indeperden*
review, One Air Porce manager atteapted o put his finger
on the issue:

Since the policy d¢esn't allow_ th= auditor to change Lhis
mind, the contracting officer is 3oing to pursue the
course of action that is corregt aith Cespect *o the,
inputs received from all his advisers, What reason is
there for the contracting officer to discuss his posi-
tion? Ever 1f the auditdr agrees with <he contracting
officer, he can't change his report. _Reporting tc DoD
continues un*il negctiations are :omgleted. a ¢on*rac-
tual agreement reached, or +he raport is otherwise
disposeéd.

The data presented in response to gquestions A29 and C33
of Table XXV might lead one to conclude that there ace
inconsisterncies in the responses of the two groups regarding
the contracting officer/auditor relationship. However, a
closer examination shcws that the differing points of view
are related only to the area of ress2lving differences of
opinion on audit reccmmendations, 1>t the overall relation-
ship betweer the two parties. Most respondents acknowledged
that a scund fundamental relationsaip between the
contracting of ficer and auditor is necessary %o execute
contractual arrangements that acre most advantageous to the
goverrmert. A DCAS ACO expressed this opinion:

An interesting perception of Congcess GAQ, DoD, and
other tog level officials is that pcal ayditors arnd DoD
contracting ¢fficers are always in corflict or disagree-
prent. ] believe ihat while DCaA mag have supgogted,thls
policy in the beg nnzng, there is léss suppor* for it
novw, at least in the field. I think nanz auditors
realize that it is calling unnecessary attention to the
contracting officerrsauditdér interface.
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Although some respondents indicated that good rapport isn't
alvays easy %0 achieve, thay view it as a vital ingredient
to an effective DoD procurement systen.

1. changes in Attitudes

Table XXVI (question A30) shows that auditors have

encountered a vide range 2f effacts from the directive on

TABLE XXVI
Changes in Attitudes

A 30. What changes if any have you noticed in the_
attitudes "of contracting Jfficers that could be
linkad to the implementation of this dicective?

AUDRIT
a. Contracting officers more willing to discuss
ositions v].th DCAA -cocae- - - - - - 63%
b. Yo change in attitude -------ccceccccccccco- -~- 25
C. Contracting officers more advsrsarial -------- 25
d. Contracting officers dislike the directive --- 12

C 34. What changes if any have you noticed_in the
attitudes of auditors that could be linked to the
isplamentation of this diractive?

CONTR
a. No change in attitude ----c--cc-co-oea- se==-=e-  T72%
Auditors less_hesitant to ensure Contracting
Officers comply with dircectivs; more probing - 9

c. Buditors concerned that policy causes more

rifts betwveen *hem and contracting officers ~- 9
d. Auditors_more ccncerned that audit is

defens:_ble ....... - - - - - - 9

the attitudes of contracting officers. Response (a) indi-
cates that wost contracting officers (63%) have become more
cooperative with the auditor. However, it is important to
recognize that two (25%) of the auditors (responses ¢ and 4)
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perceived contracting officers as more adversarial. That is ;
a*tibutable to a common perception among the contracting %
zoup that DCAA was highly influential in DoD's decision to '
ias-itute the followup policy. 1In spits of that opinior,
the responses to question C34 show that most of the
contracting group (72% have notic21 no chang=2 ia auditors?
attitudes.

Although three of the audit group (37% mexntion=ad
! nagative apsects of the pslicy (responses ¢ and 4 tc quss-
tion A30), comments generally focused on the increase in
cooperation which has resulted. Auditors felt: that
contracting officaers have become more willing to coordinate
their planned actions with the DCAA auditor. One audit
manager cited a particular type of occurence which the
directive tends to discourage:

Con%racting ¢fficers have always looked to auditors €for
concurrence in order to justify and sufport their deci-
sions. Oftantimes I have had contracting officers asx
me to change my report based on the contfac*ing offi-
cer's discussions with the contrasztos. What usualli
hapgens is that the contracting officer will give the
contractor 3 copy of the audit 'rapor%, aand thé
contractor ir tufn will direct his high-powvered .
resources ¢to refute the findings.,  The contractor will
often convince the contracting officer that the auditor
is being urreasonable and suggest that he attemg; to get
, the auditor to agree with thé ccatractor's position.

Two addi“ional audit respondents agreed with the
audit manager's point of view. They believed %hat DoDD
7640.2 will increase coordination be+twean +he auditor and
contracting officar, giving the ccatracting officer bo+th a
better audit report and a fuller understanding ¢f the
pricing issues. They indicated that closer comaunication
and cooperation between the contracting officer and auditor
vill reduce the teandency of contracting officers to accept a
contractor's arguments withou« first consulting tha auditor.
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2. Effect on Contract Naegotiations

Table XXVII addrsesses the impact from D2DD 7640.2 on
tha regotiazion precess. While 50Xk of the contracting group
has experiercel no =2ffect from the iirective's requiraments,
45% felt that less effective neqotiations have resul<ed.

The issues raised by the contractinjy group wi+h respect %o
the negotiation process merit repeating:

Air Force manager: I+ hasn't affacted techrnique. .
However, it has required additional time, most of which
is devo{ed.tg convincing the auditor tba{ he should
vacate gosztlons not based on substantial evidence
rather than allowing those issues to be elevatzd.

DCAS manager: This pclicy can caus2 delays and create
internal problems on the govarnment's pegotia‘iorn team,
The contracting officer's authority goxng intd a nego+i-
ation is weaker sipce he is_put oo the défensive with
respect tc the government players (team members)., I+
assumes the auditor is the standard. Audit is given
more weight over other alvisory ssurces.

Air Force manager: I am more conscious of audit recon-
mendations, and invite the auditors to n2gotiations more
frequently. However, the proQcess has beel slowed down.
Calculations take longer, angd grepa:;g% for *he DISAO
review takes more timé away. hes2 differences are mcre
visible to the contractor and are to his advantage.

The ra2maining questions in rable XXVIT have no
direct relationship to the implementa+ion of DoDD 7640.2.
However, those questions were intenled %40 reveal the atti-
+tudes of contracting officers regarding the participa+iocn of
auditcrs in nagotiatiocns. Increasel participation by audi-
tors in the negotia“ion process is not an expressly stated
goal of *he directive. However, an audit manager exprassed
his view regarding the importance 5f this issue:
e auditor should definitelz. articipate in more nego-
ations. This is a very political question internally
. within DCAA). DCA) nmanagemen: feels *that the
tors' participation in negdtiations makes then
er g;egared t0 deferd thelir findings. The auditor

c
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TABLE XXIVII
Bffect on Negotiations

C 27. How has the directive affected the way ycu

negotiate?
CONTR
a. No effeCt =~=-=evvmcccceccnccrcc e e cee e 50%
b. Less effective negotiations due to Jivided
2overnment positidn =~--e-rcecc e 27
c. Less effective negotiations due tTo delays and
less time for rlanning ===--cccc-cccoccoca-- 23
C 28. What percentage of major na2gotia<ig¢ns in which
you have pa:t;cxgated also included ths auditor
as a participant?
CONTR
a. Respondants who said 100% -=---v----vemve--- 50%
b. Respordents whe said 10 = 5% ===--ccce-aca-- 13
¢. Resporndents who sajd pnon. =====e-ecececccea-a 18
d. Respordents who said 70 - 308 ===wve~eecree-- 14

A 26. How often have you particigated in neqotiations
with contractor3 that you hava audited?

CONIR
Occasionally ~---- S0%
Seldem ~=~====---- 50
C 29. Did the auditor's participation generally prove
€0 ba helpful?
SONTR
Yos 83%
No 17
C 30. What is your opinicn about audi“crs par<icipatin
in nagotiations with a contracter? CONT

a. A good idea only if auditor c2alizss *hat *tha

contracting officer is the teaa leader =------ 41
b. Auditor's participation is generally helpful-- 36
C. Auditor's participaticn is &f some valu=z

depending on the situation <=----c---ocemcao-- 23
i. Auditor's gartlcx atieon is absolutely

essential due to tactical impsrtacce as

financial expert ~---- ———e——— Sttt et l b 18

A 27. Do y>u feel that auditors should participa*e in
more negotiations?

AUDIT
100%

Yes




Contracting officers have generally found audi+ors
helpful in negotiations (C29) and unanimously agreed :hat
auditors should participate, provided that the cocntracting
officer bas the authority to control the governmern+'s input
to the process. The following twvo statements frcm +he
contracting group best convey the g2neral feeling of the
group ragarding the auditor's participation in negotiations:

s

fa

ead member is vital to affective nagotiation.
other hand, a weak auditor, or worse, a "t-easu
hunter," can disrupt negotiations and split the +¢eam,
Thls is a condition which is unders+tandably explcited by
contractors.

Navy ACO: I believe that a gocd auditor warking
T

DCAS manager: I think it's a gcod idea, definizely
beneficial apd productiva, grov;dad that the coptracti
officer retains ultimate authority to plan, conduct, an
consummat2 the negctiatiorns, The presence of *hs
auditor gives the government team more opticns in its
strategy with the ccntractor, but everyone shzould te
aware Of tha need to present one and only one government
position.
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VII. SUMMARY, CONCLUSIONS, AND RECOMMENDATIONS

A. SUMMARY

The primary purpose of this study was to investiga*e and
report the effects of DoD's contract audi< focilowup policy
on the independent, decision-making authority of =<he
contrac*ing officer. The auditor's role in defense
contracting and the relationship betw=2er the con=zzactiag
officer and audi*or were also examiazd. To 32termine tte
overall impact of the policy on *he procucement process,
nuperous other areas related *to ccntract auditing were
explored.

The conclusions and recommenda<ions that follow are
based uporn <he perceptions of *he participants of +his s+tudy
and the author's interpretation of those percepticrhes.
Refarences are made to selected litzra‘turce sources where

appropriate.

B. CONCLUSIONS

THE POLICY ATTRACTS UNNECESSARY ATTENTION TO THE
RELATIONSHIP BETWEEN THE CONTRACTING OFFICER AND THE
CONTRACT AUDITOR.

This study has shcwa that audiz advice was 1sed exten-
sivaly by ccntracting officers prior to DoD's contract audi+

(o9

followup policy. The policy has ot 2ffec%ed the pumber of

significarnt differences of opinion between “he corntrac+%ing
officer and auditor, nor has it affz2ct2d the manner of
achieving disposition of those audist raports containing
significant racommendations. Likewise, “he spezd of

resolving differences has essentially remained “he sana.
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Close, effective communication between the contracting
officer and auditor cannot be achiaved through mandacte.
Were this possible, idezl relationships would currcently
exis+ between every contracting officer and auditcr <fue *c
existing regulation [Ref. 6:3-801.5(b) (8) J. Likewise,
forcing the resolution of disagreem2rnts where the will fo

B}

reconciliation dces not realistically exist is irnadvisatle,
and cannot be expected to improve the fundamental relazion-
ship be*ween the contracting officsr and zuditor.

A comparison of the professiosnal competency 2f =h2 *wo
groups is iastructive. The Defenss Contrac+ Audi=z Agency
employs a highly professional staff of accountants and audi-
tors, 95% of wktom are college graduatas and 20% Ce-tifield
Public Accountants (CPAs) [ Ref. 9]. In contrast, recen

ot

statistics published by the Federal Acquisiticn Ins=i-u

ot
)

(8]

show tha*t the DoD contracting work force averages only 42%

college graduates [Ref. 10].

Because cortract audizors on <the average are more
professionally ccapetent than con<tracting cfficars, they
gala authori¢y from their special kaowledge and sxper+ise ix
the accourting, pricing, and costian3y areas. That is a
well-acknowledged psychological phenomenon known as "expe:r
power." The contracting officer is neavily dep2adernt on %h2
auditor for data that is essential to establisking sounid
pzicing ar-argements. The same is *rue for the contrac=ing
cfficer's othar professional advissrs. It is doubtful <has
a contracting cfficer woull disagre2 with the recommenda-
tions cf an audi<or unless such a dscision iacorpora4ed <&
cverriding recommendations o©f o*her e=xperz advisers. The
contract audit followup policy mandated in DoDD 76u40.2 has
the effact cf decreasing the effectivenass of *he rela<-ion-
ship between the contracting officer and auditer by ar<ifi-

cially shif+ing <“heir respective authority.
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THE INDEPENDENT ROLE OF THE CONTRACTING OFFICER HAS BEEN
ADVERSELY AFFECTED.

The contracting officert's freedom to disagree with the
recommendations of advisers has been rtestricted by <the
requirements for: (1) extensive justification for decisiors,
(2) senior ranagement review of position, (3) comprehensive
rTeporting to higher authority, and (4) DCAA's right%t to
appeal decicsiors.

The parzmount goal cf defense procurement should be %o
achieve an cptimal ccntractual arrangement. Such an
rrangement cannot be expected to incorporate the unanimous
support and ag:-eement from all of tne contracting officer's
advisers. Tk2 contracting officer is a manager of edviscr
resources. In this capacity, it is critical +tha* he remain
irizpendent from excessive influencs in any one area.

The directive prcecvides no option for the auditor to
withdraw a reccmmenda*ion once an audit report is issued.
The contracting officer must either accept the z2udi<or's
recomoendations or assume the burdea of explaining why +%he
auditor is not correct. In addition, the auditor has the
right to appe2l the decision cf the contractiag cfficer
whare a pattern of disagreement is considered +c exist, a
recourse no* available to other advisasrcs. It is much less
complicated £5r¢ the contracting officar to agree with audit
advice than *> take issue with it.

Advisers communicate their input to5 the contractirg
officer pricr to his reaching a decisicn. irce DoDD 7640.2
raquires the "advice" of local manajeamsnt af+ter the
con+rac+ing officer has decided uvon ais posi+ion, the
dizective essa2ntially casts local managz2men* 2as a seconé-
guesser.

The managament review shoull work as an ianfcrma+ion
system £f¢r lccal management. Local manajemen* should have

cen=rcl over “he review process, with the authority to




establish the appropriate procedures for conducting an inde-
pendent review and to determine the circums*ances that must
exist before the review is raquired. That authority would
permit local management to decide the most advantageous use
of management ard adpinictrative resources.

Contracting officers can psyctkologically accept arn
adviser's authority that arises from his expertise and still
maintair a healthy self-image as th2 team leader. Hcwever,
as the findings of this study have showz, the szlf-
confidence of the contracting work force has been inhibited
by forced resolution, excessive reporting, and internsive

management irvolvement.

THE DIRECTIVE HAS FAILED TO IMPROVE EFFECTIVE USE OF THE
GOVERNMENT*S AUDIT RESOURCBS.

There has been no appreciable z2ffect on the resolution
0of significant differences of opinion between contracting
officers and auditors. Th2 time rsguired to achieve resolu-
tion has essentially remainad unchanged., The frequency wi<h
which significant differences occur has not changed, anéd all
"independent" management reviews reported in this study have
beern decided ir favor of the contractiang officer. However,
with the addition of the managemernt reviev process, *he
potential exis*s for further delay in 3disposing of audix
raports.

There is no evidence *that the directive has saved the
government money. However, most participaats believed +hat
comprehensive repor+ing through evary level of management
overburdens administrative resources and is counter-
productive to the overall affectiveness of the procurement
system.
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THE DIRECTIVE IMPOSES ECONOMICALLY QUESTIONABLE GOALS ON
DOD PBOCUREMENT.

DoD's critics believe that the department as a whole has
failed to fully utilize its audit rssources. DoD's backlog
of overaged contract audit repor+ts has contributed signifi-
cantly to creatirg an image of questionable integrity arnd
prudence in its procurement system. That image has caused
diminishing trust in the ability of the précurment work
force to ensure that audit advice raceives propsr aztentiorn.

The participants of this study pointed to *he pclitical
necessity of issuing DoDD 5000.42 and DoDD 7640.2. The
audit followup policy requires int2nsive management of a
politically sensitive area. Howevar, there is no objective
jus<ificaticn for concluding that there has been a favorable
cost/benefit ratio achieved by mors timesly disposition of
audit reports. On the other hand, there is evidence that
DoD's backlog c¢f overaged contract audit reports fails =o
support the notion that DocD contractcers are rec2ivirg exces-
sive profi+s. Defense contractors are less profitable than
their commercial counterpar*s, a situation that has made the
defense industry less attractive to prospective contrac*ors
{Ref. 11]. If J=2fense contractocs wer2 excessively profit-
able, *he industry would be expanding ra+her <than dwindling.

C. RECOMMENDATIONS

CONGRESS SHOULD EXEMPT CONTRACT AUDIT REPORTS PROM THE
LEGAL REQUIREMENT FOR RESOLUTION.
That action would ernable DoD *2 cancel DoDD 7640.2.

DOD SHOULD CANCEL DODD 7640.2.

The followup of contract audit ceports is a valid
concept. Howevers, local management should be given the
authority to establish the followup procedures tha+t it
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considers appropriate. Management should then be made
responsible for ensuring that procurement and audit
resources are used most effectively and efficien<ly.

IF THE FIRST TWO RECOMM ENDATIONS ARE NOT FEASIBLE, DOD
SHOULD REVISE DODD 7640.2 AS FOLLONS:

1. Delete all status repd>rts not specifically required by
higher autherity. Semi-annual reposcts that are cequired
should be iritiated by DCAA. Clos2 communica*icn with
contracting officers will ensure taat only overaged audit
reports are reported to top managsaznt.

2. Eliminate the requirement for mandatory senicr mahage-
ment review of unresclved audit recomaendaticas. Lecal
management should have the discretion tc establish +he
procedures that are considared necassary to iden-ify and

rasolve sigaificant audit issues.

D. CONSIDERATIONS FOR FUTURE RESEARCH

The Defense Manpower Data Center is currcently conducting
a nationwide survey cf the effects o2f DoDD 7od4C.2 on deferse
procurement. The results of +hat szuly sanould be considered

ir any decision r2gaczding further research into the policy

for followup 2f contract audit reports.




ABRENDIX A
KEY DEFINITIONS AND ACRONYMNMS

Cenrract Audit: The systematic examination of rczcords and
documents and/or the securing of other evidence by confirma-
tion, physical inspection, or o+herwise, for one or more of
the following purposes: (1) determining the propriety or
legality of proposed or consummated transactions; (Z) ascer-
taining whether all transactions have been recorded and are
rteflectad accurately in accounts; (3) determining the exis-
tence of recorded assets and inclusivensss of recorded
liabilities; (4) determining the accuracy of finarcial or
statistical statements or reports and the fairness of the
facts they present; (5) determining the degree cf ccmpliarnce
with es*ablished policies and procedures relative to finan-
cial transactions and business managemant; and (6)
appraising an accounting system and making rescomzendations
concerning it.

Contract Auditor: A profsssional accountant acting as a

principal advisor to contracting officars on contrcactor
accounting and contract audit matters.

Contrac:t Audi* Report: Tha contract auditor's written

advice 0 a contracting officer advocating specific action
or the part of the ccntracting officer or contrac<or. An
audit report coull include amounts guastioned or disap-
proved, exceptions to a contractor's systam or operations,
usually expressed in terms of cost avoidance, or no+ifica-
tion of a contractor's non-compliance with Cost Accounting
Standards (CAS). Any cost set asida as "unsuppcrted" or
*unresolved” will not be considered as a recommendatiocn.
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Contracting Officer: Any person who, either by virtue of
his/her position or by appointment in accordarce wizh
prescribed regulations, is vested with “he au*hority <o
enter into and administer contracts and make determinatiorns
and findings with respect thereto, or with any part of such
authority. 1In this thesis, two kinds of contracting cffi-
cers are identified: Procuring Contracting Officer (PCO),
and Administrative Contracting Officer (ACO).

Cost or Pricing Data: Data consistiang of all facts existing
up to the tim2 of agreement on prica, which pr-udent buyers
and sellers wdould reasonably expect to have a sigrificant
effect on price negotiations. Being factual, these data are
types of information that can be verified. They do not
reflact on *h2 accuracy of the contractor's judgment abou*
estimated futare costs or projections; they do, hcwever,
reflect on the data upon which *he conziractor based his

judgment.

Costs Quéstioned Sustaiped: That portion of costs ques-
tioned by the a
taken either by

!
uditor that is uphell as a result of actions
the contractor or the coatracting officer.

Disposition of Contract Aujit Raperts: Contract audit
report disposition is acheived when: (1) the coantractor
inplements the audi+t recommendatioans; or (2) the contracting
cfficer negotiates a settlament with the contractor; or (3)
ths conztrac*ing officer makes a unilateral decisicn; or (¥)
a decision has been rendered on an app2al made to the Armed
Services Board of Contract Appeals (ASBCA) or U.S. Claims
Court; and (5) all corrective actisas deemed necessary by
the contracting officer have been taken and no further

actions can ba reasonably anticipatad.

Overagad Audit Repori: An audit raport which cemains open

i

over six months from the date of issuance.
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Price Negotiation Memcrandum: The document that relates th2
story of the negotiation. It is first a sales document that
establishes the reasonableness of the agreement reachz4 with
the successful offeror. Sa2cond, it is the permanen< r=cord
of the decisions of the negotiator made in establishing <hat
the price was fair and reasonable. Called the PNM.

Resolution: The point at which the audit organization and
the contractiag officer agree on ths action to be taken on
audit report recommendations; or, in the event of disagree-
ment, when th2 matters are elevated for revisw by the DISAO
and its recomnendations have been considered by the

contracting officer and he or she has select2d a course of

action.

ACO Administrative Contracting Officer

co Contracting Officer

COIN Contracting J0fficer's Information Network

DCAA Defense Contract Audit Agency

DCAS Defense Contract Administration Services

DISAO Designated Independent S2nior Acquistion Official
, DLA Defense Logistics Ageacy
' DoD Department of Defens=2

DoDD Department of Defense Direc+tive

FAI Federal Acquistion Institute

GAO General Accounting Office

OFPP Office cf Pederal Procursmant Policy

OMB Office of Management and Budget

PCO Procuring Contracting Officer

P M Price Nego+iation Mem>raadunm




APPENDIX B
DOD DIRECTIVE 7540.2

December 29, 1982
NUMBER 7640.2

Department of Defense Directive ¢ 2°

SUBJECT: Policy for Followup on Contract Audit Reports

References: (a) DoD Directive 5000.42, "Policy for Follow-up oa
Audit Recommendatioas,” August 31, 1981 (hereby
canceled)

(b) Office of Management and Budget (OMB) Circular
A-50 (Revised), "Audit Followup," September 29,
1982

(c) DoD Directive 5000.41, "Followup on Reports from the
General Accounting Office and Audit and Internal
Review Organizations of the Departmesnt of Defense,”
March 15, 1982

(d) through (h), see enclosure 1

A. PURPOSE

This Directive reissues reference (3}, implements reference (b)
by prescribing followup policies and a system for mamagement action
on contract audit reports, and assigns respoasibilities.

B. APPLICABILITY

This Directive applies to the Office of the Secretary of Defense,
the Military Departinents, the Organization of the Joiat Chiefs of
Staff, and the Defense Agencies (hereafter referred to as "ol Com-
ponents"). ’

C. POLICY

The Department of Defense recognizes, under reference (c), the
need for special guidance for followup on contract audit reports to
accommodate the differences between such audits or reviews and those
performed by internal auditors. The contract aedit followup system
provides for (a) tracking and reporting specified types of coantract
audit reports; (b) a procedure to review differences on the resolu-
tion of contract audit recommendations; and (c) am evaluation of the
effectiveness of the DoD Compoments' followup systems.

D. DEFINITIONS

Terms used in this Directive are defined in emclosure 2.
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E. PROCEDURES

1. General. Contracting officers and acquisition management officials
shall pursue timely resolutien and disposition of contract audit reports.
Resolution of contract audit reports by law is required within 6 months of
report issuance, and disposition normally shall be completed within 6 months.
The contract audit followup system shall be structured in consonance with the
independent decisionmaking role of the contracting officer and the financial
advisory role of the contract auditor.

2. Tracking Requirements

a. All coatract audit reports are to be tracked; however, only the
contract audits specified in paragraph E.3.a., below, are to be reported. For
preaward contract audits, tracking may be accomplished usipg records maintained
in official contract files. .

'

b. Individual procurement or contract administration offices shall
track the status of all specified contract audit reports from the date of .
receipt through final dispositioun. This information shall be maiata’oed on a
current basis and shall serve as the source document for followup stztus re-
ports. Audit reports may be dropped from the tracking system in the period
following closing. ’

3. Reporting Requirements

a. Audit reports covering forward pricing proposals, advaoce rate
agreements, progress payments and closing statements are not required to be
reported. DoD acquisition and coantract administration organizatidns shall
maiotain timely and complete information regarding the status of reportable
contract audit reports from the time the report is received through final dis-
position. Reportable audit reports are:

(1) Those containing recommendations ccvering estimating system
surveys, accounting system reviews, internmal coatrol reviews, defective pricing
reviews, cost accounting stapndards soncompliance determinations, and operations
audits.

(2) Those covering incurred costs, settlement of indirect cost
rates, fipal pricing submissions, terminatiou settlement propeosals, equitable
adjustment claims, Lardship claims, and escalation claims provided reported
costs or rates questioned equal $50,000 or more.

b, The ioformation maintained by DoD Cemponents regarding the status
of reportable contract audits shall be reported semiannually and include the
following data: :

(1) TYor reports closed during the recportine period. The audit
report number, report date, contractor aame, type of audit, date of disposition,
costs questioned or cost avoidaoce, and costs questioned or avoidance sustained.
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(2) For open rcports. The audit report number, report date, com-
tractor name, type of audit, amount sudited, costs questioned or cost avoidasnce,
vhether -an independent review was requested, whether the report is peeding liti-
gation, whether the report is resolved or unresolved, and disposition target
date.

(3) Followup status reports (enclosure 3) for semiannual periods
ending March 31 and September 30 shall be submitted to the Iaspector Gemeral,
DoD, (IG), within 30 calendar days after the end of the period.

4. Resolution of Contract Audit Report Recommendations

a. From the time of audit report receipt to the time of final disposi-
tion of the audit report, there sball be contipuous communication between the
auditor and the contracting officer. When the contracting officer's proposed
disposition of contract audit report recommendations differs from the contract
auditor's report recommendations, and the criteria set forth below are met, the
contracting officer’s proposed disposition shall be brought promptly to the
attention of a designated independent semior acquisition official or board
(DISAO) for review. Each DoD acquisition componeat shall designate a DISAO at
each appropriate organizational level who shall review the referred proposed
disposition on the following:

(1) All audit reports covering estimating system surveys, account-
ing system reviews, internal coatrol reviews, defective pricing reviews, cost
accounting standards noncompliance reviews, and operations audits.

(2) Audit reports covering incurred costs, settlemeat of indirect
cost rates, final pricings, terminations, equitable adjustment claims, bard-
ship claims, and escalation claims if total costs questioned equal §$50,000 or
wore and differences between tbe contracting officer and auditor total at
least 5 percent of questiomed costs.

(3) Prenegotiation objectives for forward pricing actions whea
questioned costs total at least $500,000 and unresolved differences between the
auditor and cootracting officer total at least 5 percent of the total questioned
costs.

, b. Existing acquisition review boards or panels, at appropriate organi-
zational levels, may be designated to perform these functions provided they
possess enough independence to conduct an impartial review. The DISAO will re-
ceive for review, along with other technical materials, the contract auditor's
report. The DISAO shall give careful comsideration to recommendations of the
.auditors, as well as the recommendations rendered by the other members of the
contracting officer's team, in reviewing the position of the contractiag offi-
cer. The DISAO shall provide to the contracting officer, wath a copy to the
contract auditor, a clear, written recomsendation concerning all matters sub-
ject to review. ’

5. Notification of Fipal Disposition of Contract Audit Report

a. Any followup system requires adequate feedback to the auditor om
the final disposition of audit reports. Therefore, the contracting officer
shall prepare 3 memorandum covering the dispositi-~n of all audit reports. The
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memorandum shall discuss the disposition of all audit report recommendations, in-
cluding the underlying rationale for sucb dispositions. In the eveat a DISAO
review was obtained, the memorandum also shall discuss the disposition of the
DISAO recommendations. A copy of the memorandum shall be provided to the cogni-
zant contract auditor and to the DISAO.

b. Existing feedback reports such as a price negotiation memorandum
(DAR 3-811(a), reference (d)) or a written overbead negotiation memorandum
(DAR 3-705(b)(5), reference (d)) may be used, when applicable. Foz all other
actions a similar document shall be prepared. To ensure that the fipal dis-
position of all audit reports is properly accounted for, each DoD Componeat's
procurement or administrative contracting officer shall notify the cognizant
audit office in writing of cancellations of any acquisition action and of any
unsuccessful offerors aot receiving award of a coatract or grant for whicb aa
audit report was issued.

6. Recovery of Funds. Policies regarding the DoD credit management and
debt collection program are contained in DoD Directive 7045.13 (reference (e))
and in Appendix E of the DAR (reference (d)) for contract debts. Paragraph
E.4.f. of DoD Directive 5000.41 (reference (c)) requires the establishment of
an account receivable when management agrees with the auditors that resources
shall be recovered. General ledger accounts for recording accounts receivable
and collections are detailed in Appendix B of DoD 7220.9-H (reference (f)).

7. Coordination with Other Agencies. The cognizant contracting office
responsible for acting oa coatract audit reports that affect contracts of
other government agencies shall inform affected orgamizations of such actioas.

F. RESPCNSIBILITIES

1. The Secretaries of the Military Departments and the Directors of the
Defense Agencies shall:

a. Designate a senior management official (SMO) to serve as a focal
point for the audit followup function. The SMO shall be responsible for
establishinog the DoD Component's followup procedures for contract audits and
for the system's overall operation, tracking, and reporting rrquirements.

b. Designate DISAOs within their Dol Compouents’ procurement and com=
tract admipistration functioas who shall review those cases where the contract-
ing officer's proposed disposition of contract audit report recommendations
dif{ers from the coatract auditor's report recommendatioas.

c. Ensure that periodic evaluations of their Components' followup sys-
tems are performed to determine that the systems are adequate and result in
timely and appropriate resolution and disposition of audit reports. The Mili-
tary Departments shall-have their internal audit organizations pe:zform these
reviews. The Assistant Inspector General for Audit:ng sball review the Defease
Ageacies' followup systems.

“. The Inspector General, DoD, shall develop policy and monitor and
coordinate contract audit followup systems in the Department of Defense. Ia
dischargiog this responsibility, the IG shall:
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a. Develop policy and provide guidance to DoD Components on matters
covered under this Directive.

b. Monitor and evaluate program performance and the adherence of Dod
Components to coatract audit followup policies and procedures.

¢. Conduct oversight reviews that are determined necessary to ensure
that DoD Components concerned are evaluating effectively contract audit follow-
up systems.

d. Identify cases or areas where contract audit followup procedures can
be improved and recommend appropriate corrective action to the DoD Compoment
head concerned.

e. Obtain such reports consistent with the policies of DoD Diructive
5000.19 (reference (g)) and conduct oversight reviews necessary to ensure that
DoD followup systems are timely and effective.

f. Provide reports to the Secretary of Defense, including those
required by OMB Circular A-50 (reference (b)).

3. The Senior Management Official (SMO) for each LoD Component shall:

a. Establish procedures for maintenance of formal records onm all
applicable contract audit reports covered in section D., eaclosure 4.

b. Establish procedures to monitor the timely resolution and disposi-
tion of contract audit reports.

¢. Maiptain consolidated records of the status of all reportable con-
tract audit reports.

d. Prepare the CoD Component's semiannual status report and submit
it to the IG in accordance with the procedures in subsection E.3., above, and
enclosure 3 of this Directive.

4. The DoD Components' Desiznated Independent Senior Acguisition Officials
or Boards (DISAQs) shall have enocugh independence to conduct am impartial
review of issues brought before them and shall:

a. Review the contracting officer's proposed disposition of contract
audit recomxendations when the contracting officer proposes to resolve the
issue in a2 manner substantially different from the contract auditor's reported
recommendation (see subsection E.4., above). Such reviews shall be initiated
by the cognizant coatracting officer whose prenegotiation objective or propeosed
disposition of a contract audit report shall be forwarded for review to the
DISACs. The DISAOs may request that the auditor or contracting officer provide
additional input. The DISAOs shall review the jssues being referred, make a
specific vrittea recommendation to the contracting officer, and provide a copy
of the recommendation to the contract auditor concerned.

b. Identify needs for additional or revised guidance or changes in
policy or regulatory requirements and forward dctails to the DoD Component
concerned with suggestions for the change or additional guidance needed.
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5. Managers of Individual DoD Procurcment Contract Administration Offices
shall ensure that appropriate action is takem to:

a. Resolve promptly all contract audit reports in accordance with
acquisition guidelines and the requirements of this Directive.

b. Track the status of actions on all coatract audit reports from the
date of receipt through disposition.

c. Establish and monitor procedures to ensure the forwarding of re-
quired information to the DISAO respoansible for reviewing differences of
opinion oa contract audit reports.

d. Maintain and provide information required in section E., above.

6. MNeads of the Cogpnizant DoD Internal Audit Organizations shall:

a. Be responsible for internal reviews to determine if the DoD Compo-
pents' followup systems are adequate and result in timely aad appropriate reso-
lution and disposition of audit reports.

b. Complete the first evaluation of the system withinm 1 vear of the
system's implementation and perform evaluations not le;s thaao every 2 years
thereafter.

7. The Director, Defense Contract Audit Agency (DCAA), and Heads of Other
Contract Audit Organizations shall.

3. Provide timelv and complete support to any DISAO's request for
factual information or audit opinions regarding the audit reports under review.

b. Monitor sll final disposition and negotiation memoranda received.
When the memoranda indicate that a pattern of substantial differences of
opinioa exists on the disposition of contract audit reports, whethber the coa-
tracting officer did or did not request reviews by the DISAO, the contract
audit field office auditor shall refer the matter to the cognizant DCAA
regional director. The regional director shall review these cases with the
cognizant S¥O. When a memorandum indicates that there is a substantial dif-
fereace of opinion on the disposition of an audit report, and the coatractiog
officer did not request a review by the DISAC, the auditor shall provide
writteo notification of the observation to the contracting officer requesting
that similar differcnces be elevated for review in the future and maintain a
copy of all ootifications to be available to the IG and iaternal auditors, upon
request.

€. ?Previde timely and complete support to the IG and any internal -
audit organization reviewing a DoD Componcat's contract audit followup system,
in accordance with DoD Instruction 7600.3 (reference (h)).

d. Ideatify for the DoD procurement or administrative component, at
the time of issuance, all contract audit reports reportable under subsection
E.3., above, and provide a record of such rcports to the DoD Components at
least semiannually.
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G. INFORMATION REQUIREMENTS

The reporting rcquircments of this Directive bave been assigned Report
Control Symbol DD-R&0(SA)1580.

H. EFFECTIVE DATE AND IMPLEMENTATION

Tbis Directive is effective immediately. Forward one copy of implementing
documents to the Inspector Gemeral, Department of Defense, within 120 days.

«
Frank™C., Carlucci
Deputy Secretary of Defense

Eoclosures - 4
1. References
Definitions
Foliowup Status Revports
Contract Audit Repoarts Subject to Tracking, Reporting,
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. REFERENCES, continued

Defense Acquisition Regulations (DAR)

DoD Directive 7045.13, "DoD Credit Management aud Debt Collection Program,”
July 8, 1982

DoD 7220.9-H, "Accounting Guidaoce Handbook,” February 1, 1978,

authorized by DoD Instruction 7220.9, October 22, 1981

DoD Directive 5000.19, "Policies for the Management and Control of Infor-
mation Requirements," March 12, 1976

DoD Instruction 7600.3, "Internal Audit in the Department of Defense,”
January 4, 1974
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. DEFINITIONS

A. Closed Audit Report. Aa audit report that has been dispositioned.

B. Contract Audit Report. The contract auditor's writtem advice to a con-
tracting officer advacating specific action on the part of the contracting
officer or contractor. Anm audit report could include amounts questioned or
disapproved, exceptions to a contractor's system or operatiouns, usually
expressed in terms of cost avoidance, or notification of a contractor's mom-
compliance with cost accounting standards. Any cost set aside as "unsupported”
or "uaresolved” will not be considered as a recommendation. .

C. Costs Questioned Sustained. That portion of costs questioned by the
auditor that is upheld as a result of actions taken by either the contractor
or the contracting officer.

D. Disposition of Contract Audit Reports. Contract audit report dispositioa
is achieved vhen (1) the contractor isplements the audit recommendations; or

(2) the contracting officer negotiates a settlement with the contractor; or

(3) the contracting officer makes a unilateral decision; or (4) a decision has
been rendered on an appesl sede to the Armed Services Board of Conmtract Appesls
(ASBCA) or U.S. Claims Court; and (5) all corrective actions deemed necessary by
the contracting officer have been taken and no further actions can be reasonsbly
anticipated.

E. Litigation. An audit report is in litigaticn aay time an appeal has been
filed with the ASBCA or any cor.'t concerning sn audit recommendation.

F. Open Audit Report. Aa audit report that has not been dispositioned.

G. Oven‘e_%. Ag sudit report that has oot been dispositioned and is over 6
months old (from date of issuance) on the "as of" date of the status report.

H. Resolution. The poiat at which the audit orgsnization and the contracting
officer agree on the actioa to be taken on audit report recommendations; or,
ia the event of disagrcement, when the matters are elevated for review by the
DISAO and its recommendations have been considered by the contracting officer
and he or she has selected a course of action.
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FOLLOWUP STATUS REPORTS .

3 RCS DD-R&0(SA) 1580
f . A. The reports shall provide the information detailed iam paragraph E.3.b.,
. ' basic Directive. All listed reports shall be tracked and reported through

final disposition.

B. Each acquisition and contract administration semior management official
shall submit a semianoual status report in the attached format. Sumsary
reports for DoD Components shall be submitted to the 1G. The reports shall
~ cover the semiannual periods ending March 31 and September 30 and sball be
cubmitted within 30 calendar days after the end of the period. Iteas shall
-2 removed from the tracking and reporting systes in the period following that
in vhich they appeared on the status report as being closed. The first semi-
apnual report shall cover the period ending September 30, 1983.

: Attachmsents - 2

. 1. Status Report on Specified Contract Audit Reports--Open Reports

] 2. Status Report os Specified Contract Audit Reports--Reports Closed
‘ Duriag Period
|
+
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L . CONTRACT AUDIT REPORTS SUBJECT TO TRACKING,
REPORTING, RESOLUTION, AND NOTIFICATION REQUIREMENTS

A. Reports Subject to Tracking

All contract audit reports (for preaward coatract sudits, tracking may be
sccomplisbed using records saintained in official contract files).

B. Reports Subject to Tracking and Reporting Requirements of Subsections E.2.
and E.3., Basic Directive:

1. All reports with audit recommendations:

a. Istimating system surveys

b. Accounting systea reviews

¢. laternal control revievs

d. Defective pricing revievs

e. Cost accouating standards noncompliance reviews
f. Operations audits

2. Reports with recosmendations and costs questioned of $50,000 or more:

a. Iacurred costs
b. Settlement of indirect cost rates
¢. Final pricing submissions
d. Termination settlement proposals
e. Equitable adjustment claims
f. Hardship claims

. g- Escalation claims

" C. Reports Subject to Resolution of Differences
! * All comtract sudit reports.

D. Reports Subgect to Resolution and Notification Requirements of Subsections
E.&4. sod E.S., Basic Directive: . ﬂ

1. All reports with audit recommendatiouns:

.
ot

a. Estimsting system surveys

b. Accounting system revievs

¢. Iaternal control reviews

: d. Defective pricing reviews

' e. Cost accounting standards anoncompliance reviews

f. Operations audits . ’

prou—

! ] . 2. QReports with recommendations sad costs questioned of $50,000 or more
. sad vith uaresolved differences betweea the auditor and contracting officer
that total st least 5 percent of total costs questioned:




e

e

L
a. Incurred costs
‘ ‘5. Settlement of indirect cost rates
| ¢. Final pricing submissions
d. Termination settlement proposals
e. Equitable adjustment claims
f. Hardship claimss
g. Escalation claims

3. Reports vwith recommendations on proposals and costs questioned of
$500,000 or more or on rate proposals with a pricing impact equal to at least

$500,000 and with unresolved differences between the auditor and contracting
officer that total at least 5 percent of total costs questioned:

a. Forvard pricing

Pt nren e

b.

Advance rate agreements




ARREEDIX ¢
DOD DIRECTIVE 5000.82

T T August 31, 1981
m . : NUMBER 5000, 42

=S
1) ’;,f Department of Defense Directive

SUBJECT: Policy for Follow-up on Contract Audit Recommendations

Reference: (a) DoD Directive 5000.41, "Policies for Follow-up
on Audit and Internal Review Reports," Jasuary 16,
1981
{(d) OMB-Circular A-73, "Audit of Federal Operstions and
" Programas”

(c) Defense Acquisition Regulations (DAR)

(d) DoD 7220.9-H, "Accounting Guidance Handbook,"
February 1, 1978, authorized by DoD Instruction
7220.9, "Guidance for Accounting and Reporting for
Appropriations aad Related Programs and Budgets,”

July 12, 1971

1. This Directive prescribes follow-up policies for managesent

' sction on contract audit recommendations made by the Defease Contract
- Audit Agency (DCAA). The DoD geveral policy onm audit follow-up,
contained in reference (a), recognized the peed for special guidance
for follow-up on cootract audit recommendations to accommodste the
differences batween such audits and audits or reviews performed by
internal suditors. This Directive provides thst guidance.

2. This Directive implements reference (b) by establishing s
systes. for follow-up on goatract audit recommendstions. The
systes provides for (a) tracking and reporting significsat comtract
audit reports and rscommecdations; (b) a procedure to resolve
differences on m disposition of significant contract sudit re-
commendations; and (c) ap evaluation of the etfceumu of the
DoD Componeats' follow-up systems,

B. APRLICARTLITY

v : . The provisions in this Directive apply to the Office of the
. : . Secretary of Defense, the Nilitary Departments, the Orgsnization
. of the Joint Chiefs of Staff, and the Defense Agencies (herein
i referred to as "DoD Components"”). The term "Military Services,”
;: used herein, refers to the Aray, Navy, Air Force, and Marine
Tps.
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. DEEINITIONS

Tei-s used in this Directive are defined in eaclosuze 1.
D. POLICY

1. General. Contracting officers and other acquisition management offi-
cials shall pursue timely resolutionm of contract audit recommendations. The
contract sudit follow-up system shall be structured in consonance with the
independent decision-making role of the contracting officer and the finaacial
advisory role of the contract auditor.

2. Trackin" snd Rcporting Requirements on Contract Audit Recommendations.
Dol acquisition organizatioms will track and report on all significant contract

sudit recommendstions involving actions such as incurred costs, settlement of -
indirect cost rates, termination settlement proposals, claims proposals, progress
payment requests, final pricing or closing of a coatract, estimating systems
surveys, accounting systes and internal control reviews, defective pricings.
soncomplisnce with cost accountings standards, operations audits and contract
sodifications. Status reports shall be prepared for all tracked recommenda-
tions that remain opea for more than 6 months after the audit report date.
Except for estimating system svrveys, other audit recommendations imvolving
-original placement of coatracts will not be included in the status report cr

the tracking systeam required by this Directive.

3. Management Oversight of the Disposition of Contract Audit Recommends-
tions. DoD policy requires resolution of differences between the coatracting

officer and the contract auditor on settlement of all significaat coatract
sudit recommendations.

a. Each DoD Component shall designate sn independent senior scquisi-
tion official at each appropriate organizational level who will reviev any
such, differences before finsl settlement. Each Dol Component shall alse
designate an independent senior acquisition official to review the con-
tracting officer’'s’ prenegotiation objective inm comnection with sll negotisted
contract actions where the pricing proposal is at least $500,000 and signifi-
cant audit recomsendations have not been resolved by agreesent between the
asuditor and the contracting officer.

b. Existiag scquisition review boards or psnels, st appropriste orgsniza-
tional levels, say be designated to perform both functions. The officisi will
receive for revievw, aloag with other techaical materials, the coatract suditor's
report. The official shall give careful consideratica to all sigamificsat
recommendatioss of the auditors, as well as the recommendations rendered by
the other sesbers of the contracting officer's team, ia evalusting the negoti-
atiag objectives propesed dy the contracting officer. The official shall
provide a written report to the coatractiag officer, aad shall take a clesr
position on all significant differences.
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4. Early Resclution of Differences of Opinion on Contract Audit Recom-

sendations. From the time of audiL report issuance to the time of tinal
cesolution of the audit recommendations, there shall be continuous communice=-
tion between the auditor and the contracting officer. Differences of opinion
on the proposel disposition of significant sudit recommendations shall be
brought promptly to the attention of the designated official, review board, or
panel for early review.

S. MNotification of Final Disposition of Contract Audit Report.
follow-up system requires adequate feedback to the auditor on the final dispesi-

tion of audit recommendations. Therefore, the contracting officer shsll
prepare a memorandum covering the disposition of all sudit report recommenda~
tions, and the underlying rationsle for such disposition. A copy will be
provided to the cognizant coatract auditor and the independent senior acquisi-
tion official or doard. All such semoracda shall specifically state whether or
sot the contracting officer requested a review and shall explicitly deliseate
every iostaace in wvhich the contracting officer has taken am action differenmt
f{rom that recosmended by the independent senior acquisition official. Existing
reports such as a price negotiation mesorandus (DAR 3-811(a), referemce (c))

or a vritten overhead negotiation mesmorandum (DAR 3-705(b)(5), reference (c))
ssy be used, when applicable. For all other actions a similar document should
be prepared. To ensure that the disposition of all audit reports is properly
sccounted for, each DoD Component must notify the cognizant sudit office in
writing of cancellations of any acquistion sction and of any unsuccessful
offerors not. receiving award of a contract or grant for which an audit report
vas issued.

6. Recovery of Funds. DoD Components shall initiate prompt action to
collect contract debts. Policies and procedures governing the collection of
contract dedts are contained im Appendix E of the DAR (reference (c)). Poli-
cies and procedures to account for contract debts are contained inm DoD 7220.9-H
(reference (d)), and ia subsection D.6., DoD Directive 5000.41, (refersance (a)),
regarding the establishment of accounts receivable vhen management agrees with
the auditors that rescurces should be recovered.

7. Coordimation with Other Agencies. The cognizant contracting office
responsible for acting ou contract audit recommendstions that affect contracts
of otber government orgsnizetions will have procedures to infors affected
organizations of such actioms.

E. RESPONSIBILITIES

1. The Secrataries of the Military Departments and the Directors of
the Defense Agencies shali:

a. Dasignate s senior management official to serve as a focal point
for tbe audit follow-up function. The designated official shall be respomsi-
ble for establishing the DoD Component's follow-up procedures for comtract
sudits, sad for the system's overall operation and reporting requirements.
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b. Desigaate independent senior acquisition officials, boards, or
panels withie the DoD Component's procurement and contract administration

E functions who shall review thosc cases where the contracting officer's pro-

posed disposition of significant contract audit recommendations differs sub-
stantially from the contract auditor's report recommendations. These offi-
cials, boards, or panels shall have sufficient independ to conduct an
impartial review of the issues brought before them, and in accordance with
procedures in subsection D.3. of this Directive, shall provide to the cootracting
officer objective written reports on the issues involved.

c. Easure that periodic evaluations of DoD Component follow-up sys-
tems are performed to determine that the system is adequate and results in
timely and sppropriate disposition of the audit recommendatiops. The Military
Departmesnts will have their internal sudit agencies perform these reviews.

The Defense Audit Service will review the Defense Agencies' follow-up systems.

2. Thc' Follow-up Focal Point for each DoD Component shall:

a. Establish procedures for the maintenance of formal records oo all
spplicable contract audit reports issued by the DCAA covered in the procedures
in enclosure 2.

b. Establish procedures to monitor the disposition of contract audit
recommendations to ensure thst appropriate actions are initiated and completed.

€. Prepare the DoD Component's semiannual status report and subait it
to the Office of the Assistant to the Secretary of Defense (Review and Over-
sight) (OATSD(R&D)) in accordance with the procedures in section F. of this
Directive. ‘ :

3. The DoD Components' Designated Independent Senior Acquisition Official
or _Boards shall establish procedures for resolving disagreements on the action
taken on all significant coantract audit recommendations. These procedures
shall comply with the following criteria: .

s. The designated independent semior acquisition official or board
shall review the contracting officer's proposed disposition of every signifi-
cant’ contract audit recommendation when that coutracting officer intends ta
resolve the issue in a sanner substantially different from the contract auditor's
teported recommendation.

b. Such reviews shall be initistad by the cognizant contracting
officer. The contracting officer's vritten statement on a proposed dispos-
ition of the significant sudit recommendation shall be forvarded for review to
the designated officisl or bosrd. The reviewing official or bosrd may request
that DCAA provide additional input. The reviewing officisl or board shall
sske a specific recosmendation on each audit finding received, snd provide a
vritten statement of the recommendation to the contracting officer and the
contract auditor iaovolved.
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¢. The reviewing official or board shall also consider dissgreements
whea the review is requested by the DCAA. Such requests would occur in cases
where the pegotiation memoraadum indicates that there is a substaotial differ-
ence of opinion on the settlement of .a significant audit recommendation, and
the contracting offirer did not request a review by the desigaated official or
board. The reviewing official or board shall obtaiu from the contracting
officer the reasons for pot complying with the provisions of subsections D.3,
E.3., and 4. In addition, the reviewing officals shall provide a written
statemsent to the contracting officer, the contracting officer's supervisor,
and the auditor on the propriety of the audit recommendation and the disposi-
tion accorded the recommendation by the contracting officer.

d. When the reviewing official or board identifies » need for addi-
tional or revised guidance, or changes im policy or regulatory requirements,
details shall be forwarded to the appropriate office with suggestions for the
change or additional guidance needed. ’

&. DoD Managers of Individusl DoD Procuresent or Coatract Administration
Offices shall:

a. Take prompt action to resolve all contrsct sudit recommendations
in accordance with acquisition guidelines and the requirements of this Directive.

b. Maintaio and provide information required in cosjuaction with
followup status reporting procedures.

c. Eansure the forwvarding of required information to the designated
review official or board responsible for reviewing the dispnsition of signifi-
csat contract audit recommendations.

5. Heads of the Cognizant Dol Internal Audit Organizations shall:

a. Be responsible for internal reviews to determine if the DoD Coa-
pouents’ follow-up systems on contract audit recosmendations are adequate and
result in timely and appropriate disposition of audit recommendatioms.

b. Complete the first evaluation of the system within 1 year of the
system's implementation and perform evaluations every 2 years thereafter.

6. The Director of the Defense Contract Audit Agency shall:

8. Provide timely and complete support to any reviewing official or
board's request for factual information or audit opinions regarding the audit

rec datioas der review,

b. Monitor all negotiation memorands received. In cases where the
negotiation semorandum indicates there is a substantial difference of opiaion
on the settlement of a significant audit recomsendation, and the contracting
of ficer did not request s review by the designated official or board, the DCAA
shall request a review of the issue by the reviewing official or board. A
record will be maintained of these instances and will be available to the
ATSD(RO) and internal asuditors upon request.
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¢. Maintain in its management information system a record, including
pertinent dollar amouats, of all instances reported by the contracting officer
where the action taken has becn different from that recommended by an indepen- :
dent acquisition official or review board. i
1

4. Provide timely and complete support to any internal audit organo- )

E ization reviewing a CoD Component's cootract audit follow-up systes.
} F. INFORMATION REQUIREMENTS

Fallow-up status reports (enclosure 2) for scmisnnual periods ending March
31 and . ptember 30 shall be submitted to the OATSD(R&0) within 30 calendar
days after the end of the periecd. The reporting requirements of this Directive
have been assigned Report Control Symbol DD-R&O(SA) 1580. The status reports will
provide an aged list of audit reports involving those items stipulated ia sub-
section D.2. that have been open for more than 6 months, together with a pro-
jected target date for disposition. All listed items will be tracked uatil
final disposition.

G. EFFECTIVE DATE AND IMPLEMENTATION

This Directive is effective immediately. Forward ome copy of implementing
documents to the Assistant to the Secretary of Defense (Review and Oversight)
within 30 days. Follow-up systems shall be fully operational by September 30,
1981, sad the first required semisnpual report sha.l be prepared for the
period ending March 31, 1982.

s -~
/{4«//

Prank C. Carlucci :
* Deputy Secretary of Defense

) Enclosures - 2
1. Definitions
2. Follow-up Status Reports
J
3
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DEFINITIONS

A. Contract Audit Recommendation. The contract auditor's written advice
published in a formal comtract audit report advocating specific action on the
part of the contracting officer. This includes amounts questioped or disap-
proved, exceptions to a contractor's sytcs, operations expressed in terms of
cost avoidance, or a contractor's noncompliance with Cost Accounting Standards.

B. Significant Recommendation. (1) Any recommendation made on 2 negotiated
contract action where the pricing proposal is st least §500,000; (2) for
audits other than those of pricing proposals, any report that has 2 potential
financial effect of at least $500,000 without regard to its impact on an
individual contract; or (3) any recommendation involving improper practices
regardless of dollar amount; or (4) any recommendation, regardless of dollar
amount, which, in the judgment of officisls, involves an issue that may have a
significant impact om acquisition procedures or policy. Other thresholds may
be used by DoD Components, on an exception basis, when justified in light of
special circumstances and oanly with the written approval of the ATSD(R&Q).
Any recosmendation having continuing impact at.a particular contractor loca-
tion, or that say affect other contractors, may be considered significant.

C. Disposition of Contract Audit Recosmendatiop. Disposition is achieved
when h; the coatractor implements the audit recommendation; (2) the com-
tracting officer completes action after receiving and considering the report

. of the designated official, board, or psnel; (3) the auditor agrees with the
coacracting officer or withdraws the audit recommendation; (4) a decision bas
been rendered on an appeal made to the Armed Services Board of Contracts

" Appesls or Court of Claims.

! D. Cootractipg Officer. The procuring contracting officer, administrative
{ contracting officer or termination comtracting officer, as appropriate, vhen
. that individual is respounsible for dealing with satters that are the subject
i of the audit report involved.

109
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FOLLOW-UP STATUS REPORTS

A. GENERAL. Each acquisition and contract administration focal point shall
prepare a semiannual status report in the format shown in attachment 1. The
reports shall de submitted to the head of the DoD Cowponent and to the Com
ponent's internal audit agency. Summary reports for the DoD Components shail
be submitted to the OATSD(R&0). The reports will cover the semiannual periods
ending March 31 and September 30 and shall be submitted within 30 calendsr
days after the end of the period. The first semiannual report will cover the
period ended March 31, 1982.

B. PREPARATION

1. Each DoD Component shall establish procedures to sccount for snd track
all significant audit reports and recommendations, as described in subsection
D.2., received by the DoD Component. A schedule, listing these sudit reports
shall be maintained by each DoD Component and shall serve as the source docu-
ment for the semiannual follow-up status ceport. This record will track each
audit recommendation until its disposition.

2. The follow-up status report will show all significant overaged contract
sudit reports. All identified contract sudit reports will be comsidered
overage 6 months after issusnce of the contract audit report contaiaing the
significant recommendation. An estimated target dste must be provided for
resolution of the reports not completed by the end of the reporting period.

3. All items reported as open for more than 6 months will be tracked on
this status report until final disposition is reported.

Attachsent - 1
List of Overaged
Audit Recommendations
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